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EXECUTIVE  OFFICE  OF  HUMAN  SERVICES 
OFFICE  OF  AUDITING  AND  ACCOUNTS 
SEMI-ANNUAL  LEGISLATIVE  REPORT 

FISCAL  YEAR  1 989 

SECTION  I 

RESOLUTION  IMPACT 


EOHS/OAA  is  the  only  governmental  function  auditing,  on  a  regular  basis,  a 
broad  spectrum  of  human  services  providers,  which  hold  over  $800  million  in 
state-funded  contracts.  EOHS/OAA  has  resolved  401  audit  cases  since 
establishing  the  original  Audit  Resolution  Policy  in  FY  1985.  Of  those,  345  have 
been  audits  of  human  services  provider  organizations,  and  56  have  been  audits 
of  EOHS  agencies  or  facilities.  In  316  of  the  345  cases,  concerning  audits  of 
providers,  specific  issues  of  administrative  deficiencies  have  been  referred  to 
purchasing  agencies  (e.g.,  DMH,  DMR,  DSS,  DPH).  Those  issues  range  from 
record-keeping  deficiencies,  to  questionable  expenses,  to  noncompliance  with 
contract  requirements.  In  each  case,  EOHS/OAA  requires  the  purchasing 
agency  to  negotiate  and  submit  for  review  a  written  administrative  agreement 
signed  by  the  provider,  which  effectively  addresses  each  issue  within  an 
appropriate  time  frame.  In  251  cases,  a  written  agreement  was  analyzed  by 
EOHS/OAA  and  found  to  be  satisfactory.  In  the  other  65  cases,  the  issues  are 
currently  in  the  process  of  negotiation.  In  29  of  the  345  cases  concerning 
audits  of  providers,  referrals  were  made  to  non-EOHS  agencies  only,  such  as 
the  various  agencies  noted  on  the  next  page. 

EOHS/OAA  also  directs  the  recovery  of  funds  from  provider  organizations 
contracting  with  EOHS  agencies,  based  on  audit  findings.  As  of  December  30, 
1988,  EOHS/OAA  has  recovered,  or  has  directed  EOHS  agencies  to  recover, 
$2,555,969  overall  since  FY  1983  (see  Section  III).  Of  that  amount, 
$1,048,201  has  been  recovered,  and  an  additional  $156,633  will  be 
recovered  under  existing  repayment  agreements.  Of  the  remainder,  $938,886 
is  currently  in  process  of  negotiation  between  providers  and  EOHS  agencies, 
and  additional  findings  questioning  reimbursement  in  the  amount  of  $412,249 
have  been  reviewed  and  resolved  to  the  satisfaction  of  EOHS/OAA. 


In  many  of  these  cases,  EOHS/OAA  has  also  referred  other  audit  findings  to 
other  agencies  that  possess  statutory  or  regulatory  authority  to  take  corrective 
administrative  actions.  For  example,  EOHS/OAA  referred  77  cases  to  the 
Attorney  General  (primarily  concerning  issues  within  the  jurisdiction  of  the  Public 
Charities  Division);  81  cases  to  the  Internal  Revenue  Service,  44  cases  to  the 
Massachusetts  Department  of  Revenue,  and  7  cases  to  the  Division  of 
Employment  and  Training,  concerning  discrepancies  in  the  filing  of  tax  data  and 
payment  of  taxes;  21  cases  to  the  Department  of  Labor  and  Industries, 
concerning  discrepancies  in  payment  of  wages;  241  cases  to  the  Rate  Setting 
Commission,  concerning  issues  of  potential  adjustments  to  rates  and  of  filing  of 
cost  data;  5  cases  to  the  State  Ethics  Commission,  concerning  issues  of 
potential  conflict  of  interest;  and  52  cases  to  the  Secretary  of  State,  concerning 
discrepancies  in  corporate  filing  requirements.  In  this  way,  EOHS/OAA  helps  to 
ensure  compliance  in  the  system,  case  by  case,  issue  by  issue. 

As  noted  above,  in  addition  to  resolving  audits  of  provider  organizations, 
EOHS/OAA  has  resolved  56  audits  of  the  EOHS  agencies  themselves,  including 
agency  divisions  or  facilities.  These  audits  include  those  conducted  by 
EOHS/OAA,  and  by  the  Auditor  of  the  Commonwealth.  Issues  cited  range  from 
weaknesses  in  record-keeping  and  internal  control  systems  for  safeguarding 
assets,  to  lack  of  proper  control  over  client  funds,  to  potential  lost  revenue.  In 
every  case,  EOHS/OAA  required  the  agency  to  submit  for  review  a  written  plan 
of  actions  taken  to  correct  deficiencies  cited  within  appropriate  time  frames.  In 
37  cases,  a  plan  of  action  was  analyzed  by  EOHS/OAA  and  found  to  be 
satisfactory.  In  the  other  19  cases,  the  issues  are  currently  under  discussion. 
In  some  of  these  cases,  EOHS/OAA  also  has  referred  audit  findings  to  other 
state  agencies.  For  example,  EOHS/OAA  brought  20  cases  to  the  attention  of 
the  Department  of  the  Comptroller  (primarily  concerning  issues  of  failure  to 
adhere  to  required  state  accounting  procedures);  and  2  cases  to  the  attention  of 
the  Attorney  General.  Again,  in  this  way,  EOHS/OAA  helps  to  ensure 
compliance  by  state  agencies  with  statutory  and  regulatory  requirements. 


Another  important  function  performed  by  governmental  auditors  generally, 
including  EOHS/OAA,  is  to  generate  data  for  executive  agency  managers,  and 
for  the  legislature,  concerning  systemic  issues.  Over  the  past  several  years, 
audit  reports  conducted  and  resolved  by  EOHS/OAA  have  contributed 
significantly  to  the  analysis  and  discussion  of  many  important  management 
reforms  or  improvements  implemented  by  EOHS  and  its  agencies  and  EOAF  in 
the  area  of  purchased  services.  These  include:  clarification  of  the  roles  and 
responsibilities  of  purchasing  agencies,  the  Rate  Setting  Commission,  and 
EOHS  itself;  uniform  financial  reporting  and  auditing  procedures;  issues 
concerning  "surplus  funds"  and  "deficits",  so-called,  and  policies  addressing 
those  concerns,  such  as  the  EOHS  Fiscal  Procurement  Resolution  Policy  (a.k.a. 
the  "Re-Use  and  Recovery  Plan");  the  EOHS  Early  Warning  and  Vendor 
Assistance  Program;  the  establishment  of  Pre-Qualification  Standards  for 
contracting;  improvements  to  the  EOHS  General  Conditions;  and  highlighting  the 
need  for  the  evaluation  by  EOHS  agencies  of  the  quality  and  effectiveness  of 
programs  of  services  to  Commonwealth  clients. 


SECTION  II: 


OVERVIEW 


The  Executive  Office  of  Human  Services,  Office  of  Auditing  and  Accounts 
(EOHS/OAA),  is  located  in  the  cabinet  secretariat  which  oversees  seventeen  line 
agencies,  including  major  purchasing  agencies  (e.g.,  DMH,  DMR,  DSS,  DPH) 
and  the  Rate  Setting  Commission.  These  agencies  collectively  purchase  over 
$800  million  from  human  services  providers  per  year. 

During  the  first  half  of  fiscal  year  1989,  several  significant  developments 
occurred  affecting  EOHS/OAA: 

•  Over  the  past  four  years,  EOHS/OAA  has  recovered,  or  directed  its 
agencies  to  recover,  $2,555,969  in  funds  as  a  result  of  audit  findings. 
Section  III  of  this  Report  provides  current  information  regarding  the  status 
of  recovery  activities.  In  light  of  the  fiscal  issues  currently  facing  the 
Commonwealth,  additional  efforts  are  being  made  to  make  effective 
recovery  a  priority. 

•  EOHS/OAA  has  had  to  reduce  its  level  of  operations  due  to  funding 
limitations.  By  June  30,  1989,  it  will  be  operating  at  less  than  80% 
capacity.  As  a  result,  the  numbers  of  audits  that  can  be  conducted  and 
resolved,  the  amount  of  funds  that  can  be  recovered,  and  the  numbers  of 
administrative  deficiencies  that  can  be  identified  and  addressed,  have 
been  significantly  reduced. 

•  EOHS/OAA  engaged  in  discussions  with  the  Rate  Setting  Commission, 
regarding  uniform  auditing  procedures  in  FY  1989  (see  Section  VII).  This 
plan,  mandated  by  Outside  Section  46  of  the  FY  1989  budget,  is  intended 
to  be  the  blueprint  for  increased  coordination  of  auditing  resources 
concerning  social  and  rehabilitative  services  generally,  beginning  in  FY 
1 990. 

•  EOHS/OAA  reviewed  the  manner  in  which  resolution  of  audits  has  evolved 
over  the  past  four  years.  We  identified  certain  definitions,  concerning  the 
status  of  cases,  which  needed  revision  in  order  to  make  Report  statistics 
internally  consistent.  As  a  result,  certain  numbers  contained  in  this  Report 
vary  from  numbers  contained  in  earlier  Reports. 


•  EOHS/OAA  continued  in  its  long-term  effort  to  promote  internal 
adherence  to  federally-promulgated  standards  for  governmental  auditors. 
This  included  continuing  to  train  staff  and  review  draft  audit  reports,  with 
particular  emphasis  upon  quality  of  reports,  and  proper  preparation  of 
workpapers  underlying  audit  findings.  New  Government  Auditing 
Standards  were  issued  by  the  Comptroller  General  of  the  United  States, 
and  EOHS/OAA  began  a  program  of  training  staff  about  the  new 
Standards.  This  is  made  more  difficult  by  extremely  limited  funding  for 
training. 

Major  office  functions  include: 

1.  Auditing  purchase  of  service  providers.  As  stated  above,  EOHS/OAA  is  the 
only  governmental  function  auditing  a  broad  spectrum  of  human  services 
providers  on  a  regular  basis.  EOHS/OAA  has  developed  financial  and 
compliance  audit  guides  which  are  specifically  tailored  to  the  auditing  of 
these  non-profit  corporations.  These  guides  are  consistent  with 
professional  auditing  standards  set  forth  by  the  US  Comptroller  General. 
EOHS/OAA  has  developed  the  capacity  to  perform  a  multi-level  audit 
program  which  includes:  (I)  a  pre-audit  survey  and  management  review;  (2) 
a  limited  scope  financial  and  compliance  audit;  and  (3)  a  full  scope  financial 
and  compliance  audit. 

2.  Auditing  human  service  agency  facilities  and  functions.  EOHS/OAA  has 
conducted,  as  needed,  reviews  of  particular  entities  and  functions  within 
EOHS  and  its  agencies.  Furthermore,  beginning  in  FY  1987,  EOHS/OAA 
began  a  continuing  series  of  program  results  audits,  reviewing  purchasing 
agency  contracting  processes  and  practices,  to  ensure  compliance  with 
applicable  laws,  regulations  and  policies. 

3.  Auditing  federal  block  grants  (Alcohol,  Drug  and  Mental  Health,  and 
Preventive  Medicine)  consistent  with  OBRA  requirements. 

4.  Coordinating  EOHS  agency  audit  activity  to  ensure  that  duplication  of  audit 
resources  does  not  occur.  This  includes  maintaining  a  regular  dialogue  with 
the  Auditor  of  the  Commonwealth,  to  coordinate  related  activity. 

5.  Resolving  all  types  of  audit  reports  to  ensure  that  issues  documented  during 
audit  are  corrected  by  management.  This  includes  reporting  all  pertinent 
information  to  the  legislature,  administrative  officials,  and  other  appropriate 
parties.  Staff  resolve  audit  reports  prepared  by  EOHS/OAA  by  its  own  field 
audit  staff  and  by  contracted  CPA  firms,  and  direct  and  coordinate  the 
resolution  by  EOHS  agencies  of  audit  reports  prepared  by  other 
governmental  auditors  (e.g.,  Auditor  of  the  Commonwealth).  All  such  activity 
is  in  accordance  with  established  EOHS  audit  resolution  policies  (see  section 
VII). 


SECTION 

RECOVERY  OF  FUNDS 


During  fiscal  years  1985  through  1989,  pursuant  to  the  EOHS/OAA  Audit 
Resolution  Policy  established  in  November,  1984,  and  revised  December,  1987, 
EOHS/OAA  has  recovered,  and  has  directed  agencies  to  recover,  funds  from 
provider  organizations,  based  on  findings  cited  in  audits  conducted  by  both 
EOHS/OAA  and  by  the  Auditor  of  the  Commonwealth.  The  Legislative  Report 
submitted  for  Fiscal  Year  1988  contained  a  section  detailing  the  status  of  the 
recovery  or  resolution  of  $2,395,300  through  June  30,  1988.  In  the  first  six 
months  of  Fiscal  Year  1989,  an  additional  $160,669  was  directed  for  recovery, 
bringing  the  six  and  one  half  year  total  to  $2,555,969  (see  TABLES  I  &  II  for  a 
detailed  breakdown). 
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SECTION  IV 


SUMMARY  OF  FY  1989  RESOLVED  AUDITS 


EOHS/OAA  has  reported  on  37  cases  resolved  from  July  1  through  December 
30,  1988,  in  Section  IX,  Individual  Summaries  of  Audit  Cases  Resolved  During 
FY  1989.  These  include  18  audits  conducted  by  the  Auditor  of  the 
Commonwealth,  and  19  audits  conducted  by  EOHS/OAA,  and  in  different 
instances  included  a  review  of  fiscal  or  calendar  year(s)  1984  through  1987.  In 
addition,  of  the  37  audits  resolved,  22  of  them  were  on  state  facilities  or  offices 
within  EOHS  and  its  agencies,  and  the  other  15  were  on  human  services 
providers.  The  findings  cited  are  all  material,  but  in  some  categories,  they  may 
vary  from  common  infractions  to  serious  compliance  deficiencies.  At  the  end  of 
each  case  the  resolution  activity  is  summarized  by  naming  the  agency  to  which 
each  issue  was  referred.  The  following  is  a  summary  of  the  resolution  of  these 
37  audits: 

The  following  compliance  issues  were  cited  at  provider  organizations: 

1.  Internal  Control  Findings:  Generally,  these  findings  indicate  weaknesses  in 
the  agencies'  systems  for  safeguarding  assets.  In  15  (out  of  15)  cases, 
the  provider  organizations  were  cited.  Internal  control  findings  usually  also 
result  in  non-compliance  with  EOHS  General  Conditions,  as  well  as  non- 
compliance with  other  provisions  of  the  contract. 

2.  Compliance  with  the  Terms  of  the  Contract:  In  10  cases,  providers  were 
not  in  compliance. 

3.  Compliance  with  EOHS  General  Conditions:  In  14  cases,  providers  were 
not  in  compliance. 

4.  Undocumented/Disallowed  Costs:  5  cases  contained  findings  of 
undocumented  or  disallowed  costs  which  were  referred  to  EOHS  agencies 
for  resolution. 

5.  Compliance  with  RSC  Regulations  Regarding  Filing  and  Accurately 
Completing  the  Rate  Setting  Commission  Cost  Report:  In  6  cases, 
providers  were  not  in  compliance. 


10 


6.  Compliance  with  Related  Party  Requirements:  4  of  the  provider 
organizations  which  engaged  in  related  party  transactions  had  not 
disclosed  these  as  required. 

7.  Compliance  with  Filing  Requirements  of  the  Internal  Revenue  Service,  the 
Department  of  Revenue,  or  the  Division  of  Employment  Security:  In  7 
cases,  providers  were  not  in  compliance. 

8.  Compliance  with  the  Filing  Requirements  of  the  Secretary  of  State:  In  2 
cases,  providers  were  not  in  compliance. 

9.  Compliance  with  Filing  Financial  Statements  with  the  Public  Charities 
Division  of  the  Attorney  General's  Office  and  Compliance  with  Statutory 
Requirement  for  Corporate  Dissolution:  In  6  cases,  providers  were  not  in 
compliance. 

10.  Compliance  with  the  American  Institute  of  Certified  Public  Accountants, 
Industry  Audit  Guide,  Audits  of  Voluntary  Health  and  Welfare  Organizations: 
In  5  cases,  providers  were  not  in  compliance. 

The  following  compliance  issues  were  cited  at  state  facilities: 

11.  Internal  Control  Findings:  Generally,  these  findings  indicate  weaknesses  in 
the  facilities'  systems  for  safeguarding  assets.  In  8  (out  of  22)  cases, 
facilities  were  cited. 

12.  Lack  of  Proper  Control  of  Inmate  and  Client  Funds,  Trust  Funds,  or 
Canteen  Funds:   In  6  cases,  facilities  were  cited. 

13.  Improper  Control  of  Property  and  Equipment:  In  3  cases,  facilities  were 
cited. 
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FINANCIAL  IMPACT  OF  CASES  RESOLVED 


RESOLUTION  OF  AUDITS  BY  EOHS/OAA 


FY'88 


FY'89 

(12,30/88) 


1 .       Recovery  of  funds  by 
EOHS/OAA  and  by 
agencies  directed  by 
EOHS/OAA: 


$    391,924 


$     153,781 


2.       Recovery  of  funds  by  EOHS 
agencies,  directed  by 
EOHS/OAA  as  a  result  of 
vendor  audits  conducted  by  OSA: 


73,340 


6,888 


TOTAL: 


$  464,577 


$  160,669 


Amounts  listed  above  include  the  37  audits  resolved  during  the  first  half  of  FY 
1989,  as  well  as  the  72  audits  resolved  during  FY  1988  and  the  follow-up  to  the 
State  Auditor's  Office  Audits. 
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FINANCIAL  STATUS  OF  PROVIDERS  REVIEWED 


The  audit  resolution  process  included  a  review  of  the  financial  status  of  the  37 
entities  audited  by  EOHS/OAA  and  the  Office  of  the  State  Auditor  described  in 
this  Report.  This  review  included  an  analysis  of  the  fund  balances  stated  on  the 
financial  statements  of  12  provider  organizations  for  the  year(s)  audited.  In 
different  instances,  this  included  fiscal  or  calendar  years  1984  through  1987.  It 
should  be  noted  that  fund  balances  may  include  the  value  of  buildings, 
furnishings  and  equipment,  and  investments,  as  well  as  cash.  In  25  audits 
resolved,  analyses  of  fund  balances  and  excess  (deficit)  revenue  over  expenses 
were  not  applicable,  including  22  state  facilities  or  agencies  and  3  provider 
entities. 


1 .  Positive  Fund  Balances:  In  1 1  cases,  providers  were  found  to  have  positive 
overall  fund  balances  in  the  year(s)  audited,  from  a  minimum  of  $816  to  a 
maximum  of  $545,838.   These  positive  fund  balances  totaled  $2,194,898. 

2.  Fund  Deficits:  In  1  case,  a  provider  was  found  to  have  an  overall  fund  deficit 
in  the  year  audited.   This  deficit  totaled  ($3,716). 

3.  Excess  Revenues  over  Expenses:  In  8  cases,  providers  were  found  to  have 
accrued  overall  excess  revenues  over  expenses  in  the  year(s)  audited,  from 
a  minimum  of  $870  to  a  maximum  of  $93,061.  These  excess  revenues  over 
expenses  totaled  $185,753. 

4.  Excess  Expenses  over  Revenues:  In  4  cases,  providers  were  found  to  have 
accrued  overall  excess  expenses  over  revenues  in  the  year(s)  audited,  from 
a  minimum  of  ($570)  to  a  maximum  of  ($73,364).  These  excess  expenses 
over  revenues  totaled  ($104,770). 
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ANALYSIS  OF  DONATED  FUNDS 

Chapter  761  of  the  Acts  of  1985,  the  "Philanthropic  Giving  Act,"  incorporated 
into  the  General  Laws  as  Section  77  of  Chapter  6A,  provides:  "...(T)he 
commission  in  carrying  out  its  duties,  in  relation  to  the  establishment  of  rates  of 
payment  and  reimbursement  for  providers  of  health  care  services,  ...shall  not 
consider  in  any  computation  involving  such  actions,  the  following  as  resources 
of  such  providers  of  health  care  services:  unrestricted  grants,  gifts, 
contributions,  bequests,  fund  principal  or  endowment  balances,  or  any  income 
therefrom...  Restricted  grants,  gifts,  contributions,  bequests,  fund  principal  or 
endowment  balances,  ...  used  to  defray  allowable  operating  costs  associated 
with  providing  general  health  supplies,  care,  social,  rehabilitative  or  educational 
services,  ...  shall  be  offset  by  the  commission  against  allowable  operating 
costs..."  (emphasis  added) 

In  an  effort  to  continue  to  provide  useful  information  to  the  legislature,  executive 
agency  managers,  and  other  interested  parties,  EOHS/OAA  has  conducted  the 
following  analysis.  EOHS/OAA  has  reported  on  37  cases  resolved  in  this 
Legislative  Report  for  the  first  half  of  Fiscal  Year  1989,  of  which  twenty-five 
cases  were  not  appropriate  for  this  study.  Of  the  remaining  12  cases,  sources 
of  funding  can  be  defined  as  below.  This  analysis  is  not  intended  to  be 
extrapolated  across  the  entire  system  of  approximately  1 500  service  providers. 


Amount  Percent 

Total  funding  received  from 

all  sources:  $9,773,594  (100%) 

Total  funding  received  from  EOHS 

agencies,  including  Medicaid:  $5,268,793  (54%) 

Total  funding  received  from  other 

fee  payors  for  services:  $3,930,493  (40%) 

(e.g.  other  state  agencies, 

municipalities,  client  fees, 

federal  government) 

Total  funding  received  from  other 

sources:  $155,286  (2%) 

(e.g.  investment  and  interest  income, 

restricted  donations) 

Total  unrestricted  donations, 

gifts,  contributions:  $419,022  (4%) 
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SECTION  V 


STATUS  OF  AUDITS  ASSIGNED 


Financial  and  Compliance  Audits  by  CPA's  FY  1989 

Total  Audits  Assigned  7/1/88  to  12/30/88  0 


Financial  and  Compliance  Audits  by  EOHS/OAA 
Staff 

Total  Audits  Assigned  7/1/88  to  12/30/88  11 


Total  1 1 


SUMMARY  OF  CLOSED  AUDITS 


As  reported  in  the  last  legislative  report,  EOHS/OAA  has  been  very  successful 
during  the  last  two  fiscal  years  in  closing  audits.  An  audit  is  closed  when  all 
deficiencies  cited  have  been  addressed  and  all  appropriate  funds  have  been 
recovered.  This  success  was  achieved  by  working  with  our  agencies,  especially 
concerning  older  audits,  to  resolve  the  outstanding  deficiencies  cited.  During 
the  first  half  of  fiscal  Year  1989,  EOHS/OAA  has  closed  73  audits.  In  Fiscal  year 
1988,  112  audits  were  closed. 
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SECTION  VI 

SUMMARY  OF  RESPONSES  TO  AUDIT  REFERRALS 

During  FY  1985  through  1989,  EOHS/OAA  has  reported  on  4CM  audits  in  eleven 
legislative  reports.  Pursuant  to  policy,  EOHS/OAA  distributes  audit  reports  and 
requires  corrective  action  from  governmental  agencies  which  possess  the 
statutory  or  regulatory  authority  to  correct  deficiencies  cited  (these  policies  are 
more  fully  explained  in  Section  VIII,  Audit  Resolution  Procedures).  The  status  of 
responses  required  by  EOHS/OAA  as  of  12/30/88  include  the  following: 


FY'85-'88  Audit  Referrals 


First  Half  FY  89  Audit  Referrals 


DUE 

RESP 

AFTER 

AGENCY 

REF. 

CLOSED 

OUT. 

REF. 

REC. 

CLOSED 

• 

12/30/88 

AG/PC 

71 

55 

16 

6 

4 

3 

1 

2 

COMP 

0 

0 

0 

1 

0 

0 

0 

0 

DET 

6 

5 

1 

1 

0 

0 

0 

0 

DMH 

181 

141 

40 

7 

3 

3 

0 

3 

DMR 

0 

0 

0 

3 

2 

1 

1 

0 

DOC 

10 

10 

0 

5 

2 

2 

0 

3 

DOL 

21 

16 

5 

0 

0 

0 

0 

0 

DOR 

44 

30 

14 

0 

0 

0 

0 

0 

DPH 

58 

51 

7 

12 

9 

5 

4 

3 

DPW 

10 

4 

6 

2 

0 

0 

0 

0 

DSS 

113 

103 

10 

10 

3 

2 

1 

3 

DYS 

11 

10 

1 

0 

0 

0 

0 

0 

EOAF 

2 

1 

1 

0 

0 

0 

0 

0 

HHS/IG 

3 

2 

1 

0 

0 

0 

0 

0 

IRS 

75 

58 

17 

6 

6 

6 

0 

0 

MBPA 

6 

2 

4 

2 

1 

1 

0 

0 

MCB 

2 

1 

1 

0 

0 

0 

0 

0 

MCDHH 

1 

1 

0 

0 

0 

0 

0 

0 

MOIG 

11 

7 

4 

0 

0 

0 

0 

0 

MRC 

9 

9 

0 

0 

0 

0 

0 

0 

OCJ 

1 

1 

0 

1 

1 

1 

0 

0 

OCM 

38 

38 

0 

0 

0 

0 

0 

0 

OGC 

5 

5 

0 

0 

0 

0 

0 

0 

RSC 

235 

233 

2 

6 

4 

4 

0 

2 

SEC 

4 

4 

0 

1 

1 

1 

0 

0 

SOHO 

1 

1 

0 

1 

1 

1 

0 

0 

SOS 

50 

48 

2 

2 

1 

1 

0 

0 

TOTALS 


968 


836 


132 


66 


38 


31 
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REF.  =  Referred  to  Agency 
RESP.  REC.  =  Response  Received 
OUT.  =  Outstanding 

'Response  referred  back  to  Agency  for  additional  review. 
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EXPLANATION  OF  ACRONYMS 

AG/PC     Attorney  General  Public  Charities  Division 

COMP    Comptroller's  Division 

DET     Division  of  Employment  and  Training 

DMH    Department  of  Mental  Health 

DMR    Department  of  Mental  Retardation 

DOC    Department  of  Correction 

DOL     Department  of  Labor  and  Industries 

DOR    Department  of  Revenue 

DPH     Department  of  Public  Health 

DPW    Department  of  Public  Welfare 

DSS     Department  of  Social  Services 

DYS     Department  of  Youth  Services 

EOAF    Executive  Office  for  Administration  and  Finance 

HHS/IG    US  Department  of  Health  and  Human  Services, 

Office  of  Inspector  General 

IRS    Internal  Revenue  Service 

MBPA    Massachusetts  Board  of  Public  Accountancy 

MCB    Massachusetts  Commission  for  the  Blind 

MCDHH     Massachusetts  Commission  for  the  Deaf/ 

Hard  of  Hearing 

MOIG     Massachusetts  Office  of  Inspector  General 

MRC    Massachusetts  Rehabilitation  Commission 

OCJ     EOHS  Office  of  Criminal  Justice 

OCM    EOHS  Office  of  Contract  Management 

OGC    EOHS  Office  of  General  Counsel  and  Investigations 

RSC     Rate  Setting  Commission 

SEC     State  Ethics  Commission 

SOHO    Soldiers'  Home  Chelsea 

SOS     Secretary  of  State 


17 


SECTION  VII 

UNIFORM  AUDITING  PROCEDURES 

Pursuant  to  Outside  Section  46  of  the  FY  1989  budget  act,  EOHS'OAA  has  been 
charged  with: 

•  establishing  uniform  financial  and  performance  audit  guidelines  and 
standards,  consistent  with  guidelines  and  standards  established  by  the 
EOAF  Office  of  Purchased  Services,  for  all  social  and  rehabilitative 
services; 

•  applying  such  guidelines  and  standards  to  all  auditing  functions  within  the 
Rate  Setting  Commission  relevant  to  social  and  rehabilitative  services  in 
FY  1989;  and 

•  applying  such  guidelines  and  standards  to  all  auditing  functions  relevant  to 
social  and  rehabilitative  services  in  FY  1990. 

The  following  pages  are  excerpts  from  a  letter  and  report  submitted  jointly  by 
EOHS/OAA  and  RSC,  after  consultation  with  EOAF/OPS,  to  the  House  and 
Senate  Committees  on  Ways  and  Means,  as  of  December  30,  1988,  addressing 
that  aspect  of  this  large  effort.  As  will  be  seen,  it  was  deemed  appropriate  to 
begin  with  fundamentals,  and  expand  the  effort  from  that  point  forward. 

EXCERPTS  FROM  LETTER 

The  Report  contains  a  brief  description  of  auditing  activity  currently  conducted 
by  RSC,  and  a  plan  for  implementation  of  uniform  audit  guidelines  and  standards 
relevant  to  social  and  rehabilitative  services  at  RSC.  The  standards  contained  in 
the  plan  have  not  been  created  by  EOHS/OAA,  but  are  merely  excerpts  of 
generally  accepted  government  auditing  standards  (GAGAS)  applicable  to  all 
governmental  divisions  within  RSC,  promulgated  by  the  U.S.  Comptroller 
General. 

Activity  within  every  Bureau  of  the  Commission  has  some  bearing  on  record 
keeping,  financial  reporting,  and  auditing  aspects  of  the  system  of  purchasing 
social  and  rehabilitative  services  (POS).  However,  this  Report  contemplates 
implementation  of  the  plan  only  at  the  RSC  Bureau  of  Educational,  Social,  and 
Mental  Health  Services  (RSC/BESMHS),  for  FY  1989.  The  Report  takes  this 
approach  for  two  reasons:  First,  the  language  of  Outside  Section  46  is  limited  to 
"...all  auditing  functions  within  the  Rate  Setting  Commission  that  are  relevant  to 
social  and  rehabilitative  services."  Secondly,  the  preceding  paragraph  of  the 
same   Outside   Section   includes   a   mandate  for   EOHS/OAA  to    "...establish 
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financial  and  performance  audit  guidelines  and  standards,  consistent  with 
guidelines  and  standards  established  by  the  Office  of  Purchased  Services  within 
the  Executive  Office  for  Administration  and  Finance,  for  the  purpose  of  applying 
said  guidelines  to  all  social  and  rehabilitative  services...,"  including  at  RSC,  for 
FY  1990. 

It  is  clear  that  an  unusual  confluence  of  federal  and  state  legislative  action,  and 
executive  agency  initiatives,  is  occurring  in  this  area.  The  Comptroller  General's 
Government  Auditing  Standards  ("Yellow  Book")  have  been  revised,  effective 
January,  1989,  requiring  greater  coordination  and  consistency  between 
government  auditing  functions.  The  Massachusetts  Department  of  the 
Comptroller  is  proposing  a  revision  to  the  classification  of  expenditures,  which 
eliminates  current  distinctions  between  types  of  purchased  educational,  social, 
health,  mental  health,  rehabilitative  and  other  services  in  favor  of  a  more 
sophisticated  approach  which  ties  object  codes  to  specific  expenditure  control 
techniques.  The  legislature  has  created  the  EOAF  Office  of  Purchased  Services 
(AF/OPS)  with  the  express  mandate  of  establishing  uniform  and  streamlined 
procedures  for  all  aspects  of  the  purchase  of  all  such  services.  AF/OPS  has 
proposed  a  number  of  initiatives  which  would  move  the  POS  system  in  those 
directions.  One  major  effort  related  to  uniform  auditing  procedures  is  the 
development  of  a  uniform  financial  reporting  format  for  providers  of  social, 
rehabilitative,  and  special  educational  services.  Both  EOHS/OAA  and  RSC  are 
active  participants  in  that  initiative,  which  should  produce  a  revised  reporting 
format  by  the  end  of  FY  1989.  This  is  envisioned  to  apply  primarily  to  those 
providers  of  such  '07'  services  which  currently  file  RSC  1100  cost  reports  with 
RSC/BESMHS,  for  reporting  of  FY  1989  data.  However,  once  this  new  format  is 
in  place,  it  may  be  possible  to  discuss  expansion  of  the  groups  of  providers 
subject  to  essentially  the  same  filing  requirements,  to  those  currently  filing 
reports  with  the  Bureaus  of  Ambulatory  Care  (BAC)  and  Long-Term  Care 
(BLTC). 

The  key  to  the  successful  implementation  of  both  uniform  financial  reporting 
procedures  and  uniform  auditing  procedures  is  the  concept  of  reliance  on  the 
work  of  others.  As  is  discussed  in  more  detail  in  the  Report,  this  principle 
already  is  embodied  in  government  auditing  standards.  If  one  entity  conducts  a 
review,  which  covers  all  necessary  areas  and  is  done  in  a  sufficiently 
professional  manner,  then  others  can  rely  on  the  results  of  that  effort,  which 
eliminates  duplication.  If  providers'  CPA  reports  include  sufficient  information  to 
satisfy  the  legitimate  needs  government  agencies  have  for  data,  then  those 
agencies  need  not  conduct  additional  reviews  or  require  additional  reports. 
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Therefore,  while  this  Report  is  applicable  only  to  RSC/BESMHS  for  FY  1989,  it  is 
intended  as  a  blueprint,  for  purposes  of  discussion,  for  uniform  audit  policies 
and  procedures  recommended  to  all  Massachusetts  agencies  involved  in 
auditing  the  POS  system,  including  but  not  limited  to  all  Bureaus  of  RSC, 
divisions  within  any  other  EOHS  agency,  and  the  Department  of  Education,  for 
implementation  beginning  in  FY  1990. 

It  should  be  noted  that  the  long-term  plan  of  AF/OPS  calls  for  a  significantly 
reduced  RSC  role  in  conducting  field  audits  of  human  services  providers,  in 
favor  of  greater  reliance  on  independently  conducted  financial  and  compliance 
audits  by  CPA  firms,  as  discussed  above.  The  standards  set  forth  in  the  Report 
for  field  audit  functions,  therefore,  only  apply  to  the  extent  that  RSC  continues  to 
perform  that  function,  in  FY  1989  and  thereafter. 

In  its  response  to  the  AF/OPS  plan,  RSC  acknowledges  that  AF/OPS  has  been 
advocating  that  the  work  of  the  independent  auditors  at  the  Commission  be 
eliminated  in  favor  of  greater  reliance  upon  financial  and  compliance  audits 
conducted  by  accounting  firms  paid  for  by  providers.  The  Commission  notes 
that  it  has  had  some  experience  with  provider-prepared  reports  in  the  long- 
term  care  area  and  has  not  found  this  experience  to  be  wholly  satisfactory. 
Therefore,  the  Commission  recommends  a  thorough  study  of  the  scope  and 
suitability  of  the  provider-prepared  report  for  regulatory  purposes,  before  such 
a  plan  is  universally  implemented. 
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REPORT  ON  RATE  SETTING  COMMISSION 

AUDITING  ACTIVITY  RELEVANT  TO 
SOCIAL  AND  REHABILITATIVE  SERVICES 

INTRODUCTION 


This  Report  is  respectfully  submitted  to  the  House  and  Senate  Committees  on 
Ways  and  Means  by  the  Executive  Office  of  Human  Services,  Office  of  Auditing 
and  Accounts  (EOHS/OAA),  and  the  Rate  Setting  Commission  (RSC),  in 
accordance  with  the  requirements  of  Outside  Section  46  of  Chapter  164  of  the 
Acts  of  1988.  Pursuant  to  that  mandate,  EOHS/OAA  and  RSC  executed  and 
submitted  to  the  Committees  an  Inter-agency  Agreement  dated  September  15, 
1988,  which  called  for  this  Report. 

AUDITING  ACTIVITY  WITHIN  RSC 

According  to  RSC  records,  there  are  106  auditor  position  titles  at  RSC,  and  8 
individuals  performing  similar  work  on  contract.  Of  the  total,  84  state  and 
contracted  positions  performing  audit  work  are  assigned  to  various  divisions 
within  RSC,  as  set  forth  below  (of  the  remainder,  22  have  been  converted,  or 
are  subject  to  a  request  to  DPA  to  convert,  the  auditor  positions  to 
Reimbursement  System  Analysts,  or  EDP  positions): 

Administration  2 

Legal  1 

Bureau  of  Ambulatory  Care  (BAC)  8  (1  vacant) 

BESMHS  16  (2  vacant) 

Hospital  Bureau  22  (6  vacant) 

Bureau  of  Long-Term  Care  (BLTC)  27  state  (6  vacant) 

8  contracted 

84  (15  vacant) 

For  purposes  of  this  Report,  we  have  gathered  information  primarily  concerning 
auditing  activity  within  BESMHS,  and  secondarily  within  BAC  and  BLTC. 
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BESMHS  auditors  currently  perform  field  audits  and  desk  reviews  of  a  variety  of 
types  of  purchased  programs  annually,  as  follows: 


Program  Type 

No.  of  Providers 

Work  Performed 

Day  Care 

367 

desk  review  100% 

Substance  Abuse 

130 

desk  review  1 00% 

Spec.  Education  (c 

.766) 

124 

field  audit  33% 

Early  Intervention 

36 

desk  review  100% 

Day  Habilitation 

24 

desk  review  100% 

Other  POS 

approx. 

1,300 

desk  review/field 
audit,  est.  10% 

These  staff  also  perform  other  work  on  a  regular  basis,  including  review  of  RSC 
1100  Cost  Report  packages  for  completeness,  and  of  600B  contract  budgets; 
they  also  are  called  upon  occasionally  to  perform  other  special  desk  review  and 
field  work. 

BLTC  auditors  currently  perform  desk  reviews  and  field  audits,  of  types  of 
purchased  programs  primarily  funded  through  Medicaid.  Several  years  ago, 
BLTC  began  to  coordinate  its  auditing  activity  in  this  area  with  the  Medicaid 
Division  of  the  Department  of  Public  Welfare,  using  the  same  audit  programs;  at 
DPW,  some  of  the  auditing  work  is  done  by  CPA  firms  under  contract. 


Program  Type 

Intermediate  Care 
Facility  for  the 
Mentally  Retarded 
(ICF/MR) 


No.  of  Providers       Work  Performed 


52  (30  more 
expected  by 
1/90) 


desk  review,    BLTC-100% 
field  audit,  contracted 
by  DPW   10-15% 


Nursing  Homes 


500 


desk  review,  BLTC  -  100% 
field  audit,  BLTC  -    20% 
field  audit,  DPW  -      50% 


Rest  Homes 


200 


desk  review,  BLTC  -  100% 
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BAC  auditors  currently  perform  desk  reviews  and  field  audits  of  a  variety  of 
types  of  purchased  programs  annually,  as  follows: 


Program  Type 


Adult  Day  Health 

70 

Community  Health 

29 

Centers 

Home  Health  Agencies 

145 

Homemaker/Home  Health 

145 

Aides  Agencies 

Independent  Living 

6 

Centers 

Mental  Health  Centers 

85 

Psychiatric  Day 

30 

Treatment  Centers 

No.  of  Providers       Work  Performed 


desk  review  100% 
desk  review  100% 

desk  review  100% 
desk  review  100% 
field  audit  40% 
desk  review  100% 

desk  review  1 00% 
desk  review  100% 


These  staff  also  perform  10-20  additional  field  audits  or  reviews  of  samples  of 
programs,  as  requested  by  the  Policy  and  Planning  Section  of  BAC. 

GENERAL  AUDIT  STANDARDS 

As  stated  above,  the  following  is  merely  a  summary  of  excerpts  from 
Government  Auditing  Standards  ("Yellow  Book"),  1988  revision,  promulgated  by 
the  Comptroller  General  of  the  United  States.  These  Standards  are  applicable 
to  all  audits  of  entities  receiving  federal  assistance  and  generally  all  auditing 
functions  within  Massachusetts  governmental  agencies.  The  excerpted  items 
are  those  being  stressed  in  this  Report  for  implementation  by  RSC/BESMHS 
during  FY  1989.  Regardless  of  this  Report,  however,  all  auditing  activity  within 
any  RSC  Bureau,  or  any  other  state  agency,  is  subject  to  evaluation  according 
to  these  Standards. 

Many  of  the  Standards  are  generally  applicable  to  all  work  done  by 
governmental  auditors,  including  performance  audits  and  financial  audits,  and  to 
desk  review,  as  well  as  field  audit  activity;  there  are  certain  Standards 
specifically  applicable  to  audit  field  work  in  financial  audits. 

Since  RSC/BESMHS  is  principally  concerned  with  financial  audits,  the  general 
standards,  and  standards  for  field  work  and  reporting  for  financial  audits  (and 
reporting  standards  for  performance  audits  where  appropriate),  are  particularly 
important.  All  such  standards  are  stressed  here,  which  should  not  be 
interpreted  as  a  suggestion  that  auditors  working  at  RSC  are  not  currently  in 
conformance  with  them. 
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GENERAL  STANDARDS 

1.  First  general  standard:  qualifications.  The  staff  assigned  to  conduct  the 
audit  should  collectively  possess  adequate  professional  proficiency  for  the 
tasks  required.  The  Standards  set  forth  specific  continuing  professional 
educational  requirements  for  each  employee  engaged  in  conducting  or 
reviewing  audits  (including  management),  of  80  hours  every  two  years 
(beginning  January,  1989),  of  which  24  hours  must  be  related  to  government 
auditing  and  environment,  including  the  new  Standards  themselves.  Auditor 
position  descriptions,  and  procedures  for  evaluating  candidates  for  such 
positions,  through  promotion  or  otherwise,  must  take  standards  for 
qualifications  into  account. 

2.  Second  general  standard:  independence.  In  all  matters  relating  to  the  audit 
work,  the  audit  organization  and  the  individual  auditors  should  be  free  from 
personal  and  external  impairments  to  independence,  should  be 
organizationally  independent,  and  should  maintain  an  independent  attitude 
and  appearance. 

3.  Third  general  standard:  due  professional  care.  In  conducting  the  audit  and 
in  preparing  related  reports,  due  professional  care  should  be  used.  This 
requires  using  sound  professional  judgment  to  follow  applicable  standards;  to 
establish  the  scope,  to  select  the  methodology,  and  to  choose  and  conduct 
tests  and  procedures  for  each  audit;  as  well  as  to  evaluate  and  report  on  the 
audit  results.  This  includes  making  determinations  of  materiality  and 
significance;  testing  the  effectiveness  of  internal  controls;  conducting  a 
cost-benefit  analysis  of  the  audit  versus  results;  and  establishing  and 
meeting  appropriate  reporting  time  frames. 

This  general  standard  also  requires  reliance  on  the  work  of  others,  and  by 
necessary  implication  performing  work  in  such  a  way  that  others  may  rely  on 
it,  to  avoid  duplicate  audit  efforts.  It  also  requires  follow-up  on  known 
findings  and  recommendations  from  previous  audits,  and  consideration  of 
whether  audit  scope  impairments  will  adversely  affect  the  ability  to  conduct 
the  audit. 

4.  Fourth  general  standard:  quality  control.  BESMHS  should  have  an 
appropriate  internal  quality  control  system  in  place;  and  should  participate  in 
an  external  quality  control  (peer  review)  program  at  least  once  every  3  years, 
beginning  January,  1989. 
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FIELD  WORK  STANDARDS  FOR  FINANCIAL  AUDITS 

Certain  standards  for  audit  field  work  should  be  stressed  here,  including: 

5.  Planning.  Among  other  things,  field  audits  should  be  planned  to  include  a 
test  for  compliance  with  applicable  laws,  regulations,  and  contract 
requirements. 

6.  Evidence.  A  record  of  the  auditors'  work  should  be  retained  in  the  form  of 
working  papers.  This  includes  that  working  papers  should:  contain  a  written 
audit  program,  cross-referenced  to  the  working  papers;  contain  the 
objective,  scope,  methodology  and  results  of  the  audit;  contain  sufficient 
information  so  that  supplementary  oral  explanations  are  not  required;  and 
contain  evidence  of  supervisory  reviews  of  the  work  conducted. 

7.  Internal  Controls.  These  systems  should  be  reviewed  first,  in  order  to 
obtain  a  sufficient  understanding  to  plan  the  audit,  and  to  determine  the 
nature,  timing,  and  extent  of  tests  to  be  performed. 

REPORTING  STANDARDS  FOR  FINANCIAL  AUDITS 

Certain  standards  for  reporting  should  be  stressed  here,  including: 

8.  Written  Report.  Auditors  should  prepare  written  reports.  These  should 
include:  a  statement  that  the  audit  was  made  in  accordance  with  generally 
accepted  government  auditing  standards  (GAGAS);  a  written  report  on  tests 
of  compliance  with  applicable  laws  and  regulations;  a  written  report  on  an 
understanding  of  the  auditee's  internal  control  structure,  and  the  assessment 
of  control  risk;  and  audit  results.  Written  audit  reports  should  be  submitted  to 
the  appropriate  officials  of  the  organization  audited,  and  of  the  organizations 
or  agencies  requiring  or  arranging  for  the  audits,  including  EOHS,  purchasing 
agencies,  and  the  legislature.  Copies  should  also  be  sent  to  other  officials 
with  legal  oversight  authority,  or  who  may  be  responsible  for  taking  action  on 
the  findings,  and  should  be  available  for  public  inspection. 

CONCLUSION 

All  governmental  auditing  functions  should  perform  work  in  accordance  with 
generally  accepted  government  auditing  standards.  These  include  methods  to 
perform  work,  and  call  upon  other  auditors  to  perform  work,  in  a  manner  which 
is  sufficiently  thorough  and  professional.  By  reviewing  and  relying  on  each 
others'  work,  government  auditing  functions  can  eliminate  duplication  of  effort, 
and  more  efficiently  produce  more  useful  information. 
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In  summary,  to  the  extent  that  RSC'BESMHS  continues  to  perform  field  audits, 
therefore,  that  activity  is  subject  to  certain  requirements: 

a)  Written  reports  should  be  prepared  in  accordance  with  applicable 
standards,  and  distributed  to  appropriate  parties,  including  EOHS  OAA, 
purchasing  agencies,  and  the  Office  of  the  State  Auditor; 

b)  The  reports  should  address  tests  of  compliance  with  applicable 
requirements,  internal  controls,  and  audit  results; 

c)  Staff  should  have  appropriate  qualifications  and  training; 

d)  Audit  field  work  and  report  preparation  should  be  subject  to 
appropriate  quality  control  procedures. 
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SECTION  VIII 

AUDIT  RESOLUTION  PROCEDURES 


Audit  resolution  activity  on  the  individual  cases  summarized  in  this  Report 
occurred  during  the  six  months  ended  December  31,  1988. 

EOHS/OAA  resolution  policies  require  that  audit  reports  and  the  resultant 
resolution  recommendations  be  distributed  to  responsible  government  officials 
and  organizations  that  have  the  statutory  or  regulatory  authority  to  take 
corrective  administrative  action.  To  insure  implementation  and  maintenance  of 
sound  management  practices,  EOHS/OAA  requires  that  the  primary  EOHS 
purchasing  agency  and  the  provider  organization  enter  into  a  written  plan  of 
action  to  correct  administrative  deficiencies.  Audit  issues  which  affect  rates  of 
reimbursement  paid  to  provider  organizations  are  routinely  referred  to  the  Rate 
Setting  Commission  for  rate  redetermination  or  other  action,  or  to  the  purchasing 
agencies  for  reimbursement  adjustment  or  budget  renegotiation.  Others  matters 
are  referred  to  the  state  or  federal  governmental  agency  which  has  jurisdiction 
over  the  issue. 

All  audits  whose  summaries  are  found  in  this  Legislative  Report  were  resolved 
pursuant  to  the  following  EOHS/OAA  Audit  Resolution  Policy,  effective 
December  1,  1987. 
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EOHS  AUDIT  RESOLUTION  POLICY 

(Effective  December  1,  1987) 

EOHS/OAA  resolution  policies  dictate  that  audit  reports  and  the  resultant 
resolution  recommendations  be  distributed  to  responsible  government  officials 
and  organizations  that  possess  the  statutory  or  regulatory  authority  to  take 
corrective  administrative  actions.  This  is  intended  to  be  consistent  with  the 
requirements  of  Standards  for  Audit  of  Governmental  Organizations,  Programs. 
Activities,  and  Functions  ("Yellow  Book")  promulgated  by  the  Comptroller 
General  of  the  United  States,  and  other  standards  applicable  to  governmental 
auditors. 

In  order  to  insure  the  implementation  and  maintenance  of  sound  management 
practices,  EOHS/OAA  requires  that  the  primary  EOHS  purchasing  agency  and 
the  provider  organization  enter  into  a  written  plan  of  action  to  correct 
administrative  deficiencies  (e.g.,  poor  or  non-existent  books  or  records,  lack  of 
internal  controls,  inadequate  safeguards  of  client  funds,  etc).  This  plan  must 
specify  the  manner  in  which  each  deficiency  will  be  addressed  and  the  date  by 
which  that  action  will  be  completed,  and  must  be  signed  by  both  parties.  Each 
plan  is  reviewed  by  EOHS/OAA  for  adequacy  before  the  audit  is  considered 
closed. 

In  addition,  audit  findings  which  affect  reimbursement  paid  to  provider 
organizations  (e.g.,  disallowed  costs,  over  billing,  underspending,  undocumented 
expenses,  over  and/or  underutilization)  are  routinely  referred  to  the  Rate  Setting 
Commission  for  rate  adjustments  or  other  action,  or  to  purchasing  agencies  for 
reimbursement  adjustments  or  budget  renegotiation.  Other  matters  are  referred 
to  the  state  or  federal  governmental  agency  which  has  jurisdiction  over  the 
issue.  All  policies  and  procedures  contained  herein  pertain  only  to  resolution  of 
audit  findings,  resulting  from  testing  and  reporting  compliance  with  existing 
standards,  including  other  policies  issued  by  EOHS. 
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A  summary  of  present  EOHS/OAA  resolution  policies  includes  the  following: 


Condition 

1.  Administrative  Deficiencies 

2.  Non-performance  of  Services 

3.  Conflict  of  Interest 

4.  Disallowed  Costs/Expenses 


5.       Failure  to  File  Documents 
Required  by  Law 


Failure  to  Make  Payments 
Required  by  Law 


Fraud 


8.       Misconduct  of  State  Employee 


9.       Non-Compliance 


10.     Overbilling 


11.     Underspending 


12.     Undocumented  Expenses 


13.     No  Material  Finding 


Referred  To 

EOHS  Purchasing  Agencies 

EOHS  Purchasing  Agencies 

State  Ethics  Commission 
Inspector  General 

Rate  Setting  Commission 
EOHS  Purchasing  Agencies 

Secretary  of  State 
Attorney  General 
State  Taxing  Agencies 
Federal  Taxing  Agencies 

State  Taxing  Agencies 
Federal  Taxing  Agencies 
Attorney  General 

Attorney  General 
Inspector  General 

State  Ethics  Commission 
Attorney  General 
Inspector  General 

Rate  Setting  Commission 
EOHS  Purchasing  Agencies 
EOHS  Office  of  Contracts 

Management 
Inspector  General 

Rate  Setting  Commission 
EOHS  Purchasing  Agencies 
Inspector  General 

Rate  Setting  Commission 
EOHS  Purchasing  Agencies 

Rate  Setting  Commission 
EOHS  Purchasing  Agencies 
Inspector  General 

File  Closed 
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Reimbursement  Findings 

I.    Recovery  of  Funds  Under  All  Contracts 

A.  Non-Performance  Under  the  Contract 

Non-performance  under  contracts  means  services  were  not 
delivered,  or  services  delivered  did  not  meet  standards  established  by 
the  purchasing  agency  in  the  contract.  In  the  event  of  non- 
performance, recovery  of  funds  is  appropriate.  Such  cases  will  be 
resolved  through  negotiations  between  the  provider  and  the 
purchasing  agency.  Once  a  determination  of  non-performance  is 
made,  the  focus  of  discussion  should  be  the  manner  of  resolution 
which  is  most  appropriate  under  the  circumstances,  and  if  not  already 
determined,  the  value  of  services  which  were  not  rendered. 

B.  Fraudulent  Billing 

All  reimbursements  to  a  provider  which  have  been  determined  to  be 
supported  by  fraudulent  documentation  will  be  disallowed.  Funds 
fraudulently  acquired  must  be  promptly  recovered  in  full  and  returned 
to  the  Commonwealth.  All  such  cases  will  be  referred  to  the  Attorney 
General,  and  the  Inspector  General. 

C.  Undocumented  Reimbursement 

In  the  present  system  of  EOHS  contract  requirements,  General 
Conditions,  Rate  Setting  Commission  requirements,  and  purchasing 
agency  requirements,  under  all  contracts,  regardless  of  the 
reimbursement  mechanism,  providers  are  required  to  maintain 
appropriate  documentation  of  actual  allowable  expenses,  revenues, 
and  service  provision.  In  the  event  of  a  determination  of  a  failure  to 
maintain  adequate  and  appropriate  documentation,  depending  upon 
the  circumstances,  recovery  of  funds  or  rate  adjustments  may  occur 
as  a  basis  for  resolution,  in  accordance  with  the  reimbursement 
mechanism.  In  the  case  of  contractual  relationships  other  than  cost 
reimbursement  contracts,  other  evidence,  in  the  form  of  credible  and 
convincing  alternative  documentation,  that  the  services  in  question 
were  actually  rendered  and  that  allowable  expenses  in  question  were 
actually  incurred  will  be  considered.  In  such  cases,  however,  in  order 
to  prevent  re-occurrence  of  recordkeeping  deficiencies  in  subsequent 
years,  satisfactory  written  resolution  of  all  such  audit  determinations 
must  have  been  reached. 
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D.  Disallowed  Expenses 

Under  all  contracts,  reimbursement  to  providers  is  permitted  only  for 
actual  allowable  expenses,  as  defined  in  EOHS  contract  requirements, 
General  Conditions,  Rate  Setting  Commission  requirements,  and/or 
purchasing  agency  requirements.  Depending  upon  the  circumstances, 
actual  expenses  for  unallowable  items  may  be  subject  to  recovery  or 
rate  adjustments,  in  accordance  with  the  reimbursement  mechanism. 

E.  Billing  Errors 

Errors  in  invoices  submitted  to  the  Commonwealth  for  reimbursement, 
which  do  not  constitute  fraud,  will  be  referred  to  the  purchasing  agency 
to  be  rectified  in  the  most  appropriate  manner  possible  under  the 
circumstances. 

F.  Significant  Underspending  for  Staffing 

For  purposes  of  this  section,  review  of  the  cost  of  staffing  shall  take 
into  consideration  payroll,  the  cost  of  relief  staff  and  consultants, 
compensated  overtime  performed  by  existing  staff,  related  taxes, 
related  benefits,  and  the  like. 

For  purposes  of  resolution  of  audit  findings  concerning  reimbursement, 
a  determination  that  any  program  or  cost  category  for  which  spending 
for  staffing  during  the  period  was  below  90  percent  of  the  funds 
budgeted  or  allocated  for  staffing  in  any  portion  of  the  contracts 
funding  such  program  or  cost  category,  shall  be  referred  to  the 
purchasing  agency  for  a  determination  whether  recovery  of  funds  is 
appropriate. 

Underspending  or  Overspending  in  Unit  Rate  Contracting 

A.        Class  Rate  Contracting 

Under  class  rate  contracting,  the  provider  is  paid  a  per-unit  rate 
which  has  been  established  by  the  Rate  Setting  Commission  for  all 
programs  offering  a  particular  type  of  service.  In  the  event  of  a 
determination  of  any  variance  between  reimbursement  received  under 
contracts  funded  by  class  rates,  and  a  provider's  actual  allowable 
expenses  associated  with  such  contracts,  the  information  will  be 
reported  to  the  Rate  Setting  Commission.  If  any  variance  is  greater 
than  five  percent  or  $50,000,  whichever  is  less,  the  RSC  will  be 
requested  to  resolve  the  determination  by  specifically  identifying  the 
manner  in  which  the  information  has  been  or  will  be  taken  into  account 
in  prospective  class  rate  determinations.    If  the  variance  is  less  than 
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that,  no  response  will  be  required.  All  such  variances  will  also  be 
reported  to  the  purchasing  agency  for  informational  purposes. 

B.  Non-Negotiated  Historical  Cost-Based  Unit  Rate  Contracting 

Under  these  contracts,  the  provider  is  paid  a  per-unit  rate  which  has 
been  established  solely  by  the  Rate  Setting  Commission  for  a  specific 
program  on  the  basis  of  historical  costs  of  the  program.  In  the  event 
of  a  determination  of  any  variance  between  reimbursement  received 
under  contracts  funded  by  such  rates,  and  a  provider's  actual 
allowable  expenses  associated  with  such  contracts,  the  issue  will  be 
resolved  in  the  same  manner  specified  above  for  Class  Rate 
Contracting. 

In  any  case  resolved  pursuant  to  II  (A)  or  (B)  above,  if  upon  further  review 
the  Rate  Setting  Commission  finds  that  fraudulent  billing,  undocumented 
reimbursement,  disallowed  expenditures  or  significant  underspending  for 
staffing  occurred,  it  should  resolve  such  determinations  in  a  manner 
consistent  with  I  (A  through  E)  above. 

C.  Negotiated  Historical  Cost-Based  Unit  Rate  Contracting 

Under  these  contracts,  the  provider  is  paid  a  per-unit  rate  for  a 
specific  program  on  the  basis  of  a  budget  negotiated  between  the 
purchasing  agency  and  the  provider  and  approved  by  the  Rate  Setting 
Commission.  In  the  event  of  a  determination  of  any  variance  between 
reimbursement  received  under  contracts  funded  by  such  rates  and  a 
provider's  actual  allowable  expenses  associated  with  such  contracts, 
the  information  will  be  reported  to  the  purchasing  agency.  If  any 
variance  is  greater  than  five  percent  or  $50,000,  whichever  is  less,  the 
purchasing  agency  will  be  required  to  resolve  the  determination  by 
specifically  identifying  the  circumstances  or  practices  which  caused 
the  variance  to  occur,  and  the  manner  in  which  the  information  has 
been  or  will  be  taken  into  account  in  prospective  contract  negotiations 
to  prevent  such  circumstances  or  practices  from  causing  reoccurrence 
of  such  variances.  If  the  variance  is  less  than  that,  no  response  will 
be  required.  All  such  variances,  and  all  agency  responses  concerning 
such  variances,  will  also  be  reported  to  the  Rate  Setting  Commission 
for  informational  purposes. 
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However,  if  upon  further  review  the  purchasing  agency  finds  that  non- 
performance under  the  contract,  fraudulent  billing,  undocumented 
reimbursement,  disallowed  expenditures,  or  significant  underspending  for 
staffing  occurred,  it  must  resolve  such  determinations  in  a  manner  consistent 
with  I  (A  through  E)  above. 
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SECTION  IX 

INDIVIDUAL  SUMMARIES  OF  AUDIT  CASES   RESOLVED  DURING 

FY  1989 
JULY  1,  1988  THROUGH  DECEMBER  30,  1988 
ALPHABETICAL  LISTING  OF  ORGANIZATIONS 

This  section  provides  a  summary  of  audit  report  findings  and  resolution  activity 
which  took  place  during  the  period  July  1,  1988  to  December  30,  1988.  More 
detailed  information  is  available  upon  request. 


Auditee  Name 

1.  Alcoholism  Information 

Referral,  Inc. 

2.  Bay  State  Medical  Center,  Inc. 

3.  Beverly  Pre-School  and 

Learning  Center,  Inc. 

4.  Central  City  Community 

Center,  Inc. 

5.  Community  Options,  Inc. 

6.  Department  of  Correction 

Division  of  Food  and 
Farm  Services  * 

7.  Department  of  Correction 

Massachusetts  Correctional 
Institution  -  Warwick  * 

8.  Department  of  Correction 

Norfolk  Pre-Release  Center 

9.  Department  of  Correction 

North  Central  Correctional 
Institution  * 


Audit  # 


Page  # 


BC-573-87 

37 

0-607-88 

39 

0-259-87 

40 

0-539-8742 

42 

0-551-87 

44 

88-1267-1 

46 

88-153-1 

48 

88-888-1 

50 

88-1274-1 

51 

Audited  by  the  Auditor  of  the  Commonwealth 
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Auditee  Name  Audit  #  Page  # 

10.  Department  of  Correction  88-1314-1  52 

Northeastern  Correctional  Center* 

11.  Department  of  Mental  Health  0-561-87  54 

Cape  Cod  and  the  Islands 
Area  Office 

12.  Department  of  Mental  Health  0-562-87  56 

Concord  Area  Office 

13.  Department  of  Mental  Health  87-260-5  57 

Dr.  Solomon  Carter  Fuller 
Mental  Health  Center  * 

14.  Department  of  Mental  Health  87-253-1  58 

Erich  Lindemann  Mental 
Health  Center  * 

15.  Department  of  Mental  Health  *  86-2006-3  61 
Department  of  Public  Welfare 

Department  of  Social  Services 

16.  Department  of  Public  Health  0-600-88  66 

17.  Department  of  Public  Health  87-3131-1  and         73 

Block  Grant-Maternal  and  88-3205-1 

Child  Health  Services-(2)* 

18.  Department  of  Public  Health  86-3128-1  and         74 

Block  Grant-Preventive  87-3168-1  and 

Health  Services-(3)*  88-3189-1 

19.  Department  of  Public  Health 

Food  Establishment 

Sanitation  Program*  87-290-3  75 

20.  Department  of  Public  Health  88-6001-9  78 

Massachusetts  Hospital  School* 

21.  Department  of  Social  Services*  87-1058-2  80 
*  Audited  by  the  Auditor  of  the  Commonwealth 
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Auditee  Name  Audit  #  Page  # 

22.  Department  of  Social  Services 

Lowell  Area  Office 

23.  Department  of  Social  Services 

Region  III  Office 

24.  Friendly  House,  Inc. 

25.  Harbor  View  Rest  Home,  Inc.  * 

26.  Healthquarters,  Inc. 

27.  Healthworks,  A  Family 

Life  Resource  Center,  Inc. 

28.  Housing  Allowance  Project,  Inc. 

29.  Martha's  Vineyard  Community 

Services,  Inc. 

30.  New  Boston  Resources,  Inc. 

31.  North  Worcester  County 

Association  for  Retarded 
Citizens,  Inc. 

32.  Peter  Claver  Associates  Day  Care,  0-132-88  107 

Inc.  d/b/a/  Child  Care  of 
Springfield 

33.  Soldiers' Home  In  88-6005-9  108 

Massachusetts-Chelsea* 

34.  Spectrum  House,  Inc.  0-223-87  109 
(Total:  37) 

*  Audited  by  the  Auditor  of  the  Commonwealth 


0-564-87 

85 

0-563-87 

86 

0-308-87 

87 

88-6006-9 

90 

0-541-87 

93 

0-542-88 

97 

0-597-88 

99 

0-536-88 

100 

0-507-87 

103 

0-252-86 

105 
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Auditee  Name: 

Alcoholism  Information 

Referral,  Inc. 

170  Morton  Street 

Jamaica  Plain,  MA  02130 

Audit  #:   BC-573-87 


Alcoholism  Information  Referral,  Inc.,  a  non-profit  corporation,  provided  a  24- 
hour  hotline  for  alcohol  information  and  referral  services  during  the  audit  period. 
The  provider  contracted  with  the  Department  of  Public  Health  and  was  audited 
for  the  year  ended  June  30,  1984. 

A  summary  of  the  audit  report  findings  included  the  following: 

A.  It  was  noted  that  the  provider  did  not  receive  funding  for  fiscal  year  1988  and 
discontinued  operations  as  of  November  30,  1987.  However,  the  corporation 
has  not  been  properly  dissolved. 

B.  There  were  many  significant  weaknesses  noted  in  the  provider's  internal 
controls;  the  most  serious  was  that  there  was  no  segregation  of  duties. 

C.  The  provider  did  not  maintain  a  general  ledger  as  required. 

D.  The  provider  never  filed  the  Forms  P.C.  with  the  Public  Charities  Division  of 
the  Department  of  the  Attorney  General  for  fiscal  years  1983  and  1984  as 
required. 

E.  The  provider  did  not  maintain  employee  files  as  required. 

F.  During  the  fiscal  year  ending  June  30,  1984,  the  provider  did  not  issue  IRS 
Forms  1099  to  two  consultants  who  earned  more  than  $600. 

G.  The  provider  could  not  locate  the  authorized  employee  time  sheets  for  the 
period  under  review. 
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H.  The  provider's  written  personnel  policies  only  addressed  the  position  of  the 
Executive  Director  of  the  agency. 

I.  Various  discrepancies  were  noted  between  the  provider's  IRS  Form  990  and 
audited  financial  statements  prepared  by  Creelman  and  Smith.  The  figures 
submitted  on  the  IRS  Form  990  were  incorrect. 

J.  The  provider  did  not  maintain  records  that  could  readily  identify  the  source  of 
income  and  expenses  as  required. 

K.  The  financial  statements  of  Alcoholism  Information  Referral,  Inc.  audited  by 
Creelman  &  Smith,  P.C.,  CPA,  indicated  a  $12,582  fund  balance  as  of  June 
30,  1984.  This  balance  included  excess  expenses  over  revenue  of  ($570) 
which  accrued  during  fiscal  year  1984. 

Total  revenues  received  by  the  provider  for  this  same  period  amounted  to 
$44,870,  of  which  $43,820  was  supported  by  the  DPH/Division  of  Alcoholism 
contract.  The  remaining  $1,050  was  generated  from  direct  public  support, 
interest  and  dividends. 

EOHS  agency  revenues  received  by  the  provider,  $43,820,  represented  98 
percent  of  total  income,  while  other  revenues  represented  approximately  two 
percent  of  total  income. 

EOHS/OAA  requested  that  DPH  confirm  in  writing  that  it  no  longer  contracts  with 
Alcoholism  Information  Referral,  Inc.  Findings  A  and  D  were  referred  to  the 
Department  of  the  Attorney  General  for  its  information.  In  addition,  all  findings 
were  referred  to  EOHS/OCM,  RSC,  the  Secretary  of  State's  Office  and  the  IRS 
for  informational  purposes.  DPH  is  working  with  EOHA/OAA  to  resolve  these 
findings. 
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Auditee  Name: 

Bay  State  Medical  Center,  Inc. 

759  Chestnut  Street 

Springfield,  MA 

Audit*:   0-607-88 


Bay  State  Medical  Center,  Inc.,  a  non-profit  corporation,  provided  medical  and 
health  care  for  people  residing  in  Western  Massachusetts.  The  provider 
contracted  with  the  Department  of  Public  Health  and  was  audited  for  the  fiscal 
year  ended  June  30,  1987.  A  summary  of  the  audit  report  includes  the 
following: 

A.  The  financial  statements  of  the  Bay  State  Medical  Center,  Inc.  audited  by 
Coopers  &  Lybrand,  CPA,  indicated  a  $83,778,000  General  Fund  Balance 
and  a  $5,670,000  Restricted  Fund  Balance  as  of  September  30,  1987.  This 
balance  included  excess  income  over  expenses  of  $3,278,000  which 
accrued  during  fiscal  year  1987. 

Total  revenues  received  by  the  provider  for  this  same  period  amounted  to 
$156,074,757,  of  which  $257,694  was  generated  by  Department  of  Public 
Health  contracts.  Of  the  $148,280,572  generated  from  other  fee-for- 
service  payments,  $53,893,569  was  from  Medicare,  $35,887,746  from  patient 
fees  and  $58,499,257  from  insurance  fees.  Additionally,  $4,764,491  was 
received  from  various  other  sources  such  as  cafeteria  income,  contributions 
and  tuitions,  and  $2,772,000  in  nonoperating  revenues  was  received  from 
board  designated  funds  and  trust  fund  income. 

EOHS  agency  revenues  received  by  the  provider,  $257,694,  reprensented 
.17  percent  of  total  income,  while  other  fee  payers  for  service  represented 
ninety-five  percent  of  total  income.  The  remaining  revenues  represented 
four  point  eight  three  percent  of  total  income. 

EOHS/OAA  determined  that  no  further  action  was  required  on  this  review  and 
therefore  considered  this  audit  closed. 
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Auditee  Name: 

Beverly  Pre-School  and 
Learning  Center,  Inc. 

4  Ocean  Street 
Beverly,  MA  01915 

Audit*:   0-259-87 


Beverly  Pre-School  and  Learning  Center,  Inc.,  a  non-profit  corporation, 
provided  day  care  and  family  day  care  services  during  the  audit  period.  The 
provider  contracted  with  the  Department  of  Social  Services  and  was  audited  for 
the  fiscal  year  ended  June  30,  1985.  A  summary  of  the  audit  report  findings 
included  the  following: 

A.  There  were  several  significant  weaknesses  noted  in  the  provider's  internal 
controls. 

B.  The  provider's  financial  statements  did  not  contain  a  Statement  of  Functional 
Expenses. 

C.  The  provider's  financial  statements  did  not  meet  the  Guidelines  for  Financial 
and  Compliance  Audits  of  Agencies  contracting  with  DSS.  They  did  not 
contain  a  segment  in  the  report  or  a  letter  giving  independent  assurance  that 
the  organization's  financial  record  keeping  practices  complied  with 
requirements  defined  in  Attachment  C  of  the  Standard  DSS  Purchase 
Agreement. 

D.  The  provider's  books  of  original  entry  did  not  segregate  expenses  by 
contract  or  program. 

E.  The  provider  did  not  file  an  annual  report  with  the  Secretary  of  State's  Office 
for  fiscal  years  1983,  1984,  and  1985. 

F.  The  provider  did  not  maintain  time  sheets. 

G.  A  detailed  listing  of  fixed  assets  was  not  maintained  by  the  provider  during 
fiscal  year  1985. 

H.  An  unknown  variance  of  $2,085,  was  reported  on  the  provider's  fiscal  year 
1985  RSC  1100  Cost  Report,  Schedule  7. 
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I.  The  provider  could  not  provide  client  attendance  records  for  the  first  six  (6) 
months  of  fiscal  year  1985  for  the  Family  Day  Care  Programs.  The  total 
amount  of  services  that  could  not  be  documented  was  $62,445. 

J.  The  provider  could  not  provide  client  attendance  records  for  the  entire  1985 
fiscal  year  for  Voucher  Family  Day  Care.  The  agency  was  reimbursed 
$21,898  for  services  which  could  not  be  traced  to  supporting  documentation. 

K.  The  financial  statements  of  Beverly  Pre-School  and  Learning  Center,  Inc., 
audited  by  Tonneson  and  Company,  CPA,  indicated  a  $34,071  fund  balance 
as  of  June  30,  1985.  This  balance  included  excess  income  over  expenses 
of  $11,302  which  accrued  during  fiscal  year  1985. 

Total  revenue  and  support  received  by  the  provider  for  this  same  period 
amounted  to  $336,886,  of  which  $255,760  was  supported  by  DSS  contracts. 
Of  the  $75,429  of  other  fee-for-service  payments,  $34,530  was  from  non- 
EOHS  agencies,  $38,711  was  from  client  fees  and  $2,188  from  cities  and 
towns.   Additionally,  $5,697  was  from  donations  and  other  income. 

EOHS  agency  revenues  received  by  the  provider,  $255,760,  represented  76 
percent  of  total  income,  while  other  fee-for-service  payments  represented 
twenty-two  percent  of  total  income.  The  remaining  revenues  represented 
two  percent  of  total  income. 

EOHS/OAA  requested  that  DSS  negotiate  an  administrative  agreement  with 
Beverly  Pre-School  and  Learning  Center,  Inc.  which  addresses  findings  A,  B, 
C,  D,  F,  and  G  and  also  the  appropriateness  of  the  recovery  of  funds  from 
findings  I  and  J.  In  addition,  RSC  was  asked  to  review  finding  H  and  take 
whatever  action  is  deemed  appropriate.  All  other  findings  were  referred  to  DSS 
and  RSC  for  informational  purposes.  The  Secretary  of  State's  Office  was  asked 
to  review  finding  E  and  take  appropriate  action.  Appropriate  responses  have 
been  received  from  DSS  and  RSC.    This  case  is  now  closed. 
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Auditee  Name: 

Central  City  Community 

Center,  Inc. 

19  Cedar  Street 

Taunton,  MA  02780 

Audit  #:   0-539-87 


Central  City  Community  Center,  Inc.,  a  non-profit  corporation,  provided 
services  to  mental  health  clients  during  the  audit  period.  The  provider 
contracted  with  the  Department  of  Mental  Health,  Department  of  Public  Welfare, 
and  the  Massachusetts  Rehabilation  Commission  and  was  audited  for  the  fiscal 
year  ended  June  30,  1986.  A  summary  of  the  audit  report  findings  includes  the 
following: 

A.  During  the  audit  period  the  provider  did  not  maintain  a  detailed  listing  of  fixed 
assets.  At  the  exit  conference  the  provider  produced  a  detailed  listing  of 
fixed  assets  that  is  now  maintained. 

B.  The  review  disclosed  that  the  provider  did  not  issue  an  IRS  Form  1099  to  two 
(2)  nonemployees  who  earned  in  excess  of  $600  during  the  calendar  year 
1985,  and  to  one  of  those  non-  employees  during  calendar  year  1986. 

C.  The  provider  leased  a  vehicle  for  the  use  of  the  executive  director,  who  was 
a  DMH  employee.  The  provider  stated  that  the  vehicle  was  for  business 
purposes  for  the  director,  who  was  continually  on  call  and  that  the  personal 
use  of  the  vehicle  was  minimal.  However,  the  provider  did  not  maintain 
documentation  during  the  audit  period.  Documentation  for  subsequent  use 
was  provided.   The  provider  no  longer  makes  this  benefit  available. 

D.  The  financial  statements  of  Central  City  Community  Center,  Inc.,  audited  by 
J. P.  Colonna,  Certified  Public  Accountant,  indicated  a  $107,954  fund  balance. 
This  balance  included  excess  income  over  expenses  of  $16,148,  which 
accrued  during  fiscal  year  1986. 

Total  revenues  and  support  received  by  the  provider  for  this  same  period 
amounted  to  $635,192,  of  which  $580,379  was  generated  by  DMH,  DPW,  and 
MRC  contracts  and  support.  Of  the  $32,699  generated  from  other  fee-for- 
service  payments,  $7,084  was  from  client  fees  and  $25,615  from  Blue  Cross 
and  private  insurers.  Additionally,  $22,114  was  received  from  donations, 
rental  income,  interest  income,  and  miscellaneous  income. 
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EOHS  agency  revenues  and  support  received  by  the  provider,  $580,379, 
represented  91  percent  of  total  income,  while  other  fee  payors  for  service 
represented  five  percent  of  total  income.  The  remaining  revenues 
represented  four  percent  of  total  income. 

EOHS/OAA  requested  that  DMH  negotiate  an  administrative  agreement  with 
Central  City  Community  Center,  Inc.  to  address  findings  A  through  C  in 
accordance  with  the  provider's  response.  In  addition,  the  SEC  was  asked  to 
review  finding  C  to  determine  whether  the  issue  needed  to  be  addressed. 
Also,  finding  B  was  referred  to  the  IRS,  and  all  findings  were  referred  to  MRC, 
DPW,  and  RSC  for  informational  purposes.  An  appropriate  response  was 
received  from  DMH.  In  addition,  a  response  was  received  from  the  State  Ethics 
Commission  stating  that  there  was  no  indication  of  a  violation  of  the  conflict  of 
interest  law.    This  case  has  been  closed. 
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Auditee  Name: 

Community  Options,  Inc. 

115  North  Main  St. 
Belchertown,  MA   01007 

Audit  #:   0-551-87 


Community  Options,  Inc.,  a  non-profit  corporation,  provided  services  to 
moderately  to  severely  retarded  clients  during  the  audit  period.  The  provider 
contracted  with  the  Department  of  Mental  Health  and  was  audited  for  the  fiscal 
year  ended  June  30,  1986.  A  summary  of  the  audit  report  findings  included  the 
following: 

A.  The  provider  incurred  unauthorized  program  costs  of  $1,835  that  were  not 
included  in  the  RSC  600B  program  budget. 

B.  The  provider's  financial  statements  and  the  RSC  1100  Cost  Report 
capitalized  equipment  worth  $5,556  that  was  owned  by  the  Department  of 
Mental  Health. 

C.  The  provider  was  reimbursed  $1,285  in  FY  1981  for  unemployment  expenses 
through  a  state  contract.  These  funds  were  not  deposited  into  an  escrow 
account  as  required.  When  the  provider  experienced  cash  flow  difficulties, 
these  funds  were  used  to  pay  other  costs. 

D.  The  financial  statements  of  Community  Options,  Inc.,  audited  by  Lester 
Halpern  &  Company,  P.C.,  indicated  an  $816  fund  balance  comprised  of 
common  stock  of  $4,650  and  an  accumulated  deficit  of  ($3,834)  as  of  June 
30,  1986.  This  balance  included  excess  income  over  expenses  of  $8,003 
which  accrued  during  fiscal  year  1986. 

Total  revenues  and  support  received  by  the  provider  for  this  same  period 
amounted  to  $192,956,  of  which  $171,613  was  generated  by  DMH 
contracting  and  support.  In  addition,  $18,452  was  generated  from  supported 
work  program  earnings.  The  remaining  $2,891  was  received  from  donations, 
fundraising,  interest,  and  miscellaneous  income. 

EOHS  agency  revenues  received  by  the  provider,  $171,613,  represented  89 
percent  of  total  income,  while  supported  work  program  earnings  represented 
ten  percent  of  total  income.  The  remaining  revenues  represented  one 
percent  of  total  income. 
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EOHS/OAA  requested  that  DMR  negotiate  an  administrative  agreement  with 
Community  Options,  Inc.  which  addresses  finding  B  and  the  appropriateness  of 
the  recovery  of  funds  noted  in  finding  A.  In  addition,  DMR  was  requested  to 
inform  the  provider  to  deposit  $1,285,  noted  in  finding  C,  into  an  escrow 
account.  All  findings  were  referred  to  the  RSC  for  informational  purposes.  A 
response  was  received  from  DMH.    However,  one  issue  is  still  outstanding. 
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Auditee  Name: 

Department  of  Correction 
Division  of  Food  and 

Farm  Services 

Post  Office  Box  340 

Old  Common  Road 

Lancaster,  MA   01523 

Audit  #:   88-1267-1 


The  Division  of  Food  and  Farm  Services  is  an  organization  within  the 
Department  of  Correction  (DOC).  The  Division  operated  programs  at  several 
DOC  facilities  throughout  the  Commonwealth  during  the  audit  period.  The 
Division  was  audited  by  the  Auditor  of  the  Commonwealth  for  the  period  July  1 , 
1986  to  June  30,  1987.   A  summary  of  the  audit  findings  is  as  follows: 

A.  The  division  did  not  maintain  a  general  ledger  to  provide  centralized  and 
controlled  information  for  its  accounts  receivable,  sales,  cash  receipts, 
equipment  inventories,  and  product  inventories. 

B.  The  division  did  not  maintain  adequate  control  over  its  sales  and  revenues 
because  the  following  records  and  procedures  were  not  in  place: 

1.  A  control  log  for  shipping  slips  and  product  transfer  slips; 

2.  A   daily   cash-receipts   journal   which    itemized    receipts    by   date, 
customer,  and  sale; 

3.  A  reconcilation  of  recorded  sales  with  accounts  receivable  and  cash 
receipts  records. 

C.  There  was  no  segregation  of  duties  between  the  cash  receipts,  billings,  and 
accounts  receivable  functions. 

D.  In  plant  and  farm  sales  at  various  correctional  institutions  and  other  state 
facilities,  which  were  sponsored  by  the  division,  inadequate  control  and 
accountability  over  cash  sale  transactions  was  noted. 
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E.  A  review  of  the  division's  meat-processing  facility  indicated  there  were 
inadequate  controls  in  the  inventories  of  raw  products  and  finished  goods,  as 
follows: 

1.  There  was  a  net  variance  of  3,588  pounds  on  the  November,  1987, 
end  of  the  month  inventory. 

2.  The  amount  of  raw  products  received  and  recorded  into  inventory  was 
based,  in  part,  on  quantities  ordered  instead  of  quantities  actually 
received. 

3.  An  employee  was  allowed  to  park  his  private  vehicle  next  to  the 
loading  docks. 

4.  Personal  items  belonging  to  employees  were  stored  in  walk-in 
freezers  which  are  located  on  the  loading  docks. 

EOHS/OAA   requested  that  DOC   develop   and  submit  for  review  a   written 
response  which  addresses  all  findings. 
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Auditee  Name: 

Department  of  Correction 

Massachusetts  Correctional 

Institution   -  Warwick 

233  Richmond  Road 

Warwick,  MA  01364 

Audit   #:      88-153-1 


The  Massachusetts  Correctional  Institution  -  Warwick  is  an  organization  within 
the  Department  of  Correction.  The  Institution  operated  as  a  prison  during  the 
audit  period,  and  was  audited  by  the  Auditor  of  the  Commonwealth  for  the 
period  July  1,  1986  to  June  30,  1987.  A  summary  of  the  audit  findings  is  as 
follows: 

A.  There  were  several  weaknesses  noted  in  the  Institution's  internal  controls. 

The  Auditor  stated  that  the  inadequate  controls  noted  were  indicative  of  a 
lack  of  personnel  to  segregate  the  accounting  functions. 

B.  The  Institution  did  not  maintain  a  Budgetary  Control  Register  for  fiscal  year 
1987  as  recommended  by  the  MMARS  Memorandum  No.  25,  dated 
November  14,  1986.    This  was  also  a  finding  in  a  prior  audit  (#86-153-1). 

C.  The  Institution  did  not  make  timely  transfers  of  inmate  wages  from  the  Local 
State  Fund  account  to  the  Consolidated  Inmate  Fund  account.  This  condition 
resulted  in  unnecessarily  large  balances  of  inmate  wages  being  carried  in  the 
non-interest-bearing  Local  State  Fund  account  throughout  the  year.  Had 
these  wages  been  transferred  to  the  Consolidated  Inmate  Fund  account  on  a 
weekly  basis,  these  funds  could  have  been  earning  interest  income.  As  of 
June  30,1987,  the  inmate  wage  balance  remaining  in  the  Local  State  Fund 
account  was  $10,694.  It  is  estimated  that  these  funds  could  have  earned 
$1,083  in  interest  during  this  period. 

D.  During  the  audit  period  the  Institution  did  not  prepare  and  submit  Profit  and 
Loss  statements  reflecting  the  results  of  the  Canteen  operation. 

E.  A  discrepancy  of  $2,150  existed  between  the  actual  count  of  Inmate  Savings 
Bonds  in  the  vault  and  the  amount  recorded  on  the  file  cards.  The  file  cards 
were  lower  by  the  amount  stated  above. 
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F.  During  a  review  of  the  contents  of  the  vault,  Savings  Bonds  totalling  $4,775 
were  found  that  belonged  to  an  inmate  that  had  been  transferred  to  another 
facility. 

G.  During  the  audit  of  the  inventory  records  it  was  revealed  that  46  out  of  64 
items  did  not  have  inventory  identification  tags. 

H.  During  the  audit  it  was  noted  that  many  items  appeared  to  be  obsolete  or 
otherwise  unusable  and  were  piled  outside  a  garage,  inside  a  shed  and  in 
the  woods. 

EOHS/OAA  requested  that  DOC  develop  and  submit  for  review  a  written  plan  of 
action  to  address  all  findings.  Appropriate  responses  have  been  received  from 
DOC.    This  case  is  now  closed. 
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Auditee  Name: 

Department  of  Correction 

Norfolk   Pre-Release   Center 

P.O.  Box  22 

South  Watpole,  MA  02071 

Audit   #:      88-888-1 


The  Norfolk  Pre-Release  Center  is  an  organization  within  the  Department  of 
Correction.  The  Center  was  operated  as  a  residential  facility,  to  which  inmates 
from  various  correctional  institutions,  who  were  within  18  months  of  parole,  could 
be  transferred  to  finish  their  sentences.  The  facility  was  audited  by  the  Auditor 
of  the  Commonwealth,  for  the  period  July  1,  1986  to  June  30,  1987.  A  summary 
of  the  findings  contained  in  the  report  is  as  follows: 

A.  The  Department  of  Correction  required  that  all  Massachuetts  correctional 
institutions  consolidate  inmate  funds  into  one  fund  as  of  March  27,  1986. 
The  consolidated  fund  was  not  reconciled  to  funds  at  each  institution  or  to 
the  State  Treasurer's  monthly  statement  of  inmate  balances  for  the  period 
March  28,1986  to  April  8,  1987.  However,  the  audit  noted  that  the  DOC 
Management  System  Section  and  its  Internal  Audit  Group  were  in  the 
process  of  reconciling  inmate  funds.  Because  fund  balances  were  not 
reconciled,  the  auditor  was  unable  to  confirm  the  June  30,  1987  Inmate  Fund 
balance  at  this  facility. 

EOHS/OAA  requested  that  DOC  develop  and  submit  for  review  a  written 
response  describing  actions  taken  to  address  this  finding. 
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Auditee  Name: 

Department  of  Correction 

North  Central  Correctional 

Institution 

Post  Office  Box  466 

Chapel  Street 
Gardner,  MA  01440 

Audit   #:      88-1274-1 


The  North  Central  Correctional  Institution  is  an  organization  within  the 
Department  of  Correction  (DOC).  The  facility  operated  as  a  prison  during  the 
audit  period.  The  facility  was  audited  by  the  Auditor  of  the  Commonwealth,  for 
the  period  July  1,  1986  to  June  30,  1987.  A  summary  of  the  audit  findings  is  as 
follows: 

A.  During  the  audit  it  was  noted  that  an  actual  count  of  Inmate  Savings  Bonds 
did  not  agree  with  the  file  cards  that  were  maintained  in  the  Treasurer's 
Office.  The  variance  was  partly  because  9  inmates  had  bonds  totalling 
$1,750  that  did  not  appear  on  the  file  cards. 

B.  A  prior  audit  (No.  84-1274-1)  had  noted  that  the  institution  lacked 
adequate  inventory  controls  over  equipment  and  gasoline.  The  current  audit 
indicated  that  some  improvements  have  been  made;  however  inadequate 
controls  still  exist  over  NCCI's  equipment  and  gasoline  inventories. 

C.  The  prior  audit  also  had  disclosed  many  weaknesses  in  the  controls  of  the 
Vending  Machine  Operations  and  the  Employee  Benefit  Fund.  Although 
many  of  the  auditors'  recommendations  have  been  complied  with,  additional 
procedures  should  be  instituted  to  assure  an  equitable  return  from  the 
vending  machines.  Also,  the  Employee  Benefit  Fund  still  lacked  sufficient 
documentation  to  support  expenditures,  and  neither  DOC  nor  NCCI  has 
issued  policy  guidelines  to  describe  the  purpose  or  the  operation  of  the 
Employee  Benefit  Fund. 

EOHS/OAA  requested  that  DOC  develop  and  submit  for  review  a  written 
response  which  addresses  all  findings. 
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Auditee  Name: 

Department  of  Correction 

Northeastern  Correctional  Center 

P.O.  Box  1069 

West  Concord,  MA  01742 

Audit  #:      88-1314-1 


The  Northeastern  Correctional  Center  is  an  organization  within  the  Department 
of  Correction  (DOC).  The  facility  operated  as  a  prison  during  the  audit  period. 
The  facility  was  audited  by  the  Auditor  of  the  Commonwealth,  for  the  period  July 
1,  1986  to  June  30,  1987.   A  summary  of  the  audit  findings  is  as  follows: 

A.  A  follow-up  of  a  prior  audit  (No.  86-1314-1)  indicated  that  one  condition 
had  not  been  completely  corrected,  although  improvements  had  occurred. 

B.  The  Center  disbursed  approximately  $4,000  from  the  Canteen  fund  for  items 
that  more  appropriately  should  have  been  purchased  with  funds  from  the 
Center's  maintenance  allocation  account.  This  was  in  violation  of  DOC 
Regulations. 

C.  Equipment  purchased  with  Canteen  funds,  costing  over  $30,000,  was  not 
identified  as  belonging  to  the  Canteen  fund  on  the  inventory  reported  to  the 
Department  of  Correction.  Therefore,  DOC  could  assume  the  equipment 
belonged  to  the  Commonwealth,  and  any  residual  value  of  the  equipment 
could  be  transferred  to  the  Commonwealth  rather  than  to  the  Canteen  fund. 

D.  The  general  operation  of  the  Canteen,  including  receiving,  stocking,  and 
taking  inventory  of  merchandise,  and  collecting  and  counting  coins  from  the 
various  vending  machines,  was  the  responsibility  of  an  inmate.  The  Center 
provided  little  or  no  supervision  over  the  inmate's  activities.  Therefore,  the 
Center  did  not  have  reasonable  assurance  that  the  Canteen  fund  received  all 
income  to  which  it  was  entitled. 

E.  The  review  of  the  Canteen  fund  revealed  that  the  Center  had  limited 
documentation  to  support  commissions  received  on  various  video  and  pinball 
machines.  The  vendor  provided  the  Center  with  a  slip  listing  the  vendor's 
coin  count.  The  Center  did  not  receive  or  request  any  meter  readings  from 
the  vendor,  nor  did  a  Center  employee  oversee  the  removal  of  cash  from  the 
machine. 


52 


F.  1.  In  July,  1987,  the  Center  processed  $10,198  in  payments  to  a  fuel  and 
supply  distributor  on  behalf  of  another  Massachusetts  Correctional 
Institution  (MCI)  -  Lancaster,  at  the  direction  of  the  Department  of 
Correction  Central  Office. 

2.  This  payment  was  also  in  violation  of  instructions  issued  by  the 
Comptroller's  Office  on  March  27,  1987,  which  stated  in  part  that  every 
department  had  to  make  its  final  allocations  by  May  15,  1987. 
Therefore,  if  the  Center  had  an  over-allocation  within  its  own 
appropriation,  the  excess  should  have  been  identified  as  reversions  by 
May  15.  As  of  June  30,  1987,  funds  reserved  from  the  amount 
allocated  to  the  Center  should  have  been  used  only  to  pay  bills  relative 
to  the  operations  of  the  Center.  However,  in  July  1987  the  Center  paid 
MCI  -  Lancaster's  expenses. 

EOHS/OAA  requested  that  DOC  develop  and  submit  for  review  a  written 
response  which  addresses  all  findings.  EOHS/OAA  requested  that  the  EOHS 
Assistant  Secretary  for  Criminal  Justice  address  finding  F,  and  take  whatever 
action  is  deemed  appropriate.  Appropriate  responses  have  been  received  from 
DOC  and  EOHS/OCJ. 
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Auditee  Name: 

Department  of  Mental  Health 

Cape  Cod  and  the  Islands 

Area  Office 

County  Road 

Pocasset,  MA  02559 

Audit  #:      0-561-87 


The  Cape  Cod  and  the  Islands  Area  Office  is  an  Area  Office  in  District  V  of  the 
Department  of  Mental  Health.  The  review  of  the  Social  and  Rehabilitative 
Service  Procurement  and  Contracting  System  was  conducted  for  the  period  July 
1,  1985  to  June  30,  1986.  A  summary  of  the  findings  contained  in  the  review  is 
as  follows: 

A.  One  weakness  was  noted  in  the  auditee's  internal  controls.  A  log  book 
documenting  the  entire  Request  for  Proposals  (RFP)  process,  including  the 
publication  of  RFP's,  receipt  of  proposals,  selection  process  and  related 
correspondence  was  not  maintained. 

B.  The  Area  Office  did  not  perform  formal  needs  assessments  for  any  of  the 
contracts  awarded. 

C.  The  Area  Office  failed  to  maintain  the  following  documents  and  information: 

1.  Request  for  Proposal  Evaluation  Policy  for  Fiscal  year  1984  was  not 
maintained  on  file. 

2.  No  minority  information  was  referred  to  in  the  fiscal  year  1984  RFP. 

3.  The  fiscal  year  1985  RFP  could  not  be  located. 

4.  There  was  no  record  of  a  bidder's  conference  for  the  fiscal  year  1985 
RFP. 

5.  There  were  only  two  Intent  to  Bid  letters  on  file  for  the  fiscal  year  1984 
RFP,  and  none  for  the  fiscal  year  1985. 

D.  As  noted  above,  the  Area  Office  did  not  maintain  complete  log  books  of  all 
proposals  submitted  in  response  to  requests  for  proposals.  There  were  no 
records  maintained  of  unsuccessful  bids  submitted. 
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E.  The  Area  Office  did  not  perform  pre-qualification  reviews  for  its  fiscal  year 
1986  contracts.  In  its  response,  DMH  central  office  stated  that  the  EOHS 
Procurement  and  Contracting  Manual  for  FY  1986  was  not  issued  in  time  to 
permit  effective  implementation  of  this  new  requirement. 

EOHS/OAA  requested  that  DMH  submit  a  written  response  which  addreses 
findings  A  through  E.  Appropriate  responses  have  been  received  from  DMH. 
This  case  is  now  closed. 
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Auditee  Name: 

Department  of  Mental  Health 
Concord  Area  Office 

4311  Commonwealth  Avenue 
Concord,  MA   04712 

Audit  #:      0-562-87 


The  Concord  Area  Office  is  an  Area  Office  in  Region  IV  of  the  Department  of 
Mental  Health.  The  review  of  the  Social  and  Rehabilitative  Service  Procurement 
and  Contracting  System  was  conducted  for  the  period  July  1,  1985  to  June  30, 
1986.   A  summary  of  the  findings  contained  in  the  review  is  as  follows: 

A.  The  Area  Office  did  not  perform  formal  needs  assessments  for  any  of  the 
contracts  awarded. 

B.  The  Area  Office  did  not  maintain  the  documentation  used  in  evaluating  bid 
proposals. 

C.  The  EOHS  General  Conditions  for  fiscal  year  1985,  adopted  January  31, 
1984,  were  attached  to  all  the  fiscal  year  1986  contracts.  The  updated 
EOHS  General  Conditions  should  have  been  attached  to  each  contract. 

D.  The  Area  Office's  retention  of  records  was  inadequate.  Our  review  of  the 
Request  for  Proposals  was  incomplete  because  much  of  the  material  had 
been  discarded. 

E.  Outpatient  counseling  Class  Rate  contracts  did  not  specify  that  billing 
practices  complied  with  the  DMH  Contract  Vouchering  Manual,  Billing 
Requirements  for  Class  Rates. 

F.  The  Area  Office  did  not  perform  pre-qualification  reviews  for  its  fiscal  year 
1986  contracts.  In  its  response,  DMH  central  office  stated  that  the  EOHS 
Procurement  and  Contracting  Manual  for  FY  1986  was  not  issued  in  time  to 
permit  effective  implementation  of  this  new  requirement. 

EOHS/OAA  requested  that  DMH  submit  a  written  response  which  addresses 
findings  A  through  F.  Appropriate  responses  have  been  received  from  DMH. 
This  case  has  been  closed. 
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Auditee  Name: 

Department  of  Mental  Health 

Dr.  Solomon  Carter  Fuller 

Mental  Health  Center 

85  East  Newton  Street 

Boston,  MA  02118 

Audit  #   :      87-260-5 


The  Dr.  Solomon  Carter  Fuller  Mental  Health  Center  is  an  organization  within  the 
Department  of  Mental  Health.  The  Center  provided  inpatient  and  outpatient 
services  during  the  audit  period.  The  Center  was  audited  by  the  Auditor  of  the 
Commonwealth  for  the  period  July  1,  1986  to  December  31,  1986.  A  summary 
of  the  findings  contained  in  the  report,  issued  January  26,  1988,  is  as  follows: 

A.  During  a  prior  audit  (85-260-1),  it  had  been  noted  that  the  Patients'  Fund 
bank  account  had  not  been  reconciled  to  the  monthly  trial  balance  of 
patients'  funds.  As  of  the  December,  1986  bank  statement,  a  variance  of 
$8,939  still  existed. 

B.  The  audit  disclosed  that  the  Center  was  involved  in  four  pending  law  suits. 
However,  the  audit  did  not  provide  additional  information  about  these  actions 
or  the  possible  outcomes. 

EOHS/OAA  requested  that  DMH  submit  a  written  response  describing  actions 
taken  to  address  these  findings  since  the  issuance  of  the  report. 
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Auditee  Name: 

Department  of  Mental  Health 

Erich  Lindemann  Mental  Health  Center 

25  Staniford  Street 

Boston,  MA   02114 

Audit   #:      87-253-1 


The  Erich  Lindemann  Mental  Health  Center  is  maintained  by  the  Department  of 
Mental  Health  to  provide  care  and  treatment  of  the  mentally  ill  and  mentally 
retarded.  The  Center  was  audited  by  the  Auditor  of  the  Commonwealth  for  the 
period  July  1,  1986  to  December  31,  1986.  A  summary  of  the  audit  findings 
contained  in  the  report,  issued  March  30,  1988,  is  as  follows: 

A.  The  Center  paid  $46,000  of  its  fiscal  year  1987  appropriation  for  fiscal  year 
1986  expenses.  In  addition,  the  Center  planned  to  spend  another  $36,000  of 
the  fiscal  year  1987  appropriation  to  pay  fiscal  year  1986  telephone  bills.  In 
August,  1986,  the  Center  reported  to  Comptroller  that  it  had  fiscal  year  1986 
deficiencies  of  approximately  $117,000.  This  meant  that  the  Center  would 
require  another  $35,000  to  cover  its  fiscal  year  1986  expenses. 

The  practice  of  using  one  year's  appropriation  to  satisfy  another  year's 
expenses  was  contrary  to  the  budgetary  process.  The  legislature 
appropriates  a  certain  amount  of  funds  for  a  specific  period  of  time.  Any  lack 
of  funds  should  be  reported  to  the  Budget  Director  and  a  deficiency  request 
should  be  submitted  to  the  legislature.  The  Center  reported  its  shortages  to 
the  Comptroller,  but  did  not  inform  the  Budget  Director  or  file  a  deficiency 
request  with  the  legislature. 

For  fiscal  year  1987,  the  Center  had  $408,244  budgeted  for  "07"  laboratory 
and  medical  supplies  and  expenses,  $148,000  of  which  was  restricted  for 
non-purchase-of-service  expenditures.  As  of  December  31,  1986,  the 
center  had  expended  $127,000  of  the  non-purchase-of-service  funds,  of 
which  $52,389  was  for  fiscal  year  1986  expenses. 

The  use  of  budgeted  funds  in  a  manner  contrary  to  Comptroller  Guidelines 
caused  the  Center  to  understate  fiscal  year  1986  expenses  and  overstate 
fiscal  year  1987  expenses.  The  Center  responded  that  the  practice  noted 
was  essential  in  order  to  provide  necessary  services.  The  Auditor 
recommended  that  the  Center  adhere  to  the  Comptroller's  Manual  and  file 
deficiencies  where  appropriate. 
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B.  During  fiscal  year  1987,  the  Center  had  approximately  $300,000  allocated  to 
purchase  materials  and  supplies  in  its  Medical  Supplies  and  Expense 
Account.  However,  the  Center  did  not  maintain  a  perpetual  listing  of  its 
inventory  of  these  materials,  updated  by  requisitions  to  the  storekeeper. 

Therefore,  no  year-end  reconciliation  to  the  physical  inventory  was 
performed.  The  Center  did,  however,  keep  all  materials  in  a  locked 
storeroom.  The  Comptroller's  Manual  required  all  materials  be  physically 
safeguarded,  maintained  on  a  perpetual  inventory  listing,  and  reconciled  to 
the  physical  inventory  at  least  once  a  year. 

The  Auditor  recommended  that  the  Center  institute  a  formal  requisition 
system  and  maintain  a  perpetual  inventory  which  could  be  reconciled  to  the 
physical  inventory  yearly.  The  Center  responded  that  it  had  instituted  a 
requisition  system,  but  no  perpetual  inventory  was  being  maintained. 

C.  The  Center  provided  services  to  mentally  ill  persons  who  may  have  been 
eligible  for  medical  assistance.  However,  because  the  Center  was  not 
accredited  by  the  Joint  Commission  on  Accreditation  of  Hospitals,  it  could 
not  receive  Medicaid  reimbursement  for  the  services  provided  to  eligible 
clients.  The  Center  was  aware  of  this  situation  and  whenever  possible 
transferred  Medicaid-eligible  clients  to  associated  clinics  which  were  able  to 
bill  Medicaid. 

The  Auditor  estimated  that  the  amount  of  federal  reimbursement  lost  by  the 
Center  totaled  $148,000.  This  estimate  was  derived  by  totaling  the  number 
of  days  certain  individuals,  who  were  eligible  for  medical  assistance,  were 
served  by  the  Center.  For  the  July  1  through  December  31,  1986  period, 
there  were  994  service  days  to  eligible  clients.  The  Auditor  determined  that 
the  estimated  lost  Medicaid  reimbursement  totalled  $296,000,  half  of  which 
($148,000)  was  federally  funded. 

The  Center  stated  in  its  response  that  a  major  roadblock  to  accreditation  was 
the  physical  structure  of  the  building.  If  it  could  obtain  a  waiver  for  this 
requirement,  it  could  then  assess  the  cost  effectiveness  of  meeting  the  other 
accreditation  requirements.  The  Auditor  suggested  that  if  the  Center 
received  a  waiver  it  should  review  the  cost  effectiveness  of  these 
renovations,  and,  if  possible  obtain  accreditation  which  would  allow  it  to  bill 
for  Medicaid  funds. 

D.  The  Center  did  not  maintain  a  uniform  system  to  record  employee  hours 
worked,  sick  time,  and  compensatory  time.  Of  the  224  full  time  equivalent 
employees  at  the  Center,  only  86,  or  40%,  signed  in  and  out  of  work.  Payroll 
was  prepared  using  weekly  supervisor  summary  sheets,  only  40%  of  which 
were  traceable  to  supporting  documentation.  In  addition,  the  Center  allowed 
Bargaining    Unit  #7   employees   to   use    compensatory   time,    when   their 
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contracts  prohibited  this  practice.  During  the  audit  period,  214  days  of 
compensatory  time  were  used  by  these  Bargaining  Unit  employees,  in 
violation  of  their  agreement  with  the  Commonwealth.  One  individual  used 
103  days  of  compensatory  time  prior  to  resignation.  The  Center  did  not  keep 
a  record  of  compensatory  time  earned;  therefore  payroll  could  not  be 
adequately  monitored. 

The  Auditor  recommended  that  the  Center  establish  uniform  time-keeping 
procedures  which  would  require  employees  to  sign  in  and  out  daily.  The 
Auditor  also  stated  that  all  compensatory  time  should  be  recorded  as  it  was 
earned  and  taken.  In  addition,  the  Center  should  adhere  to  the  union 
contract  with  regard  to  compensatory  time.  The  Auditor  reported  that  the 
Center  had  done  as  recommended  with  regard  to  time  sheets  and 
compensatory  time  records,  and  had  notified  the  union  of  the  compensatory 
time  practices  it  was  using.   Union  officials  agreed  with  the  practice. 

E.  During  the  audit  of  the  July  1  through  December  31,  1986  period,  the  Auditor 
also  performed  a  follow-up  of  audit  #85-253-1,  which  covered  the  period 
July  1,  1982  through  June  30,  1984.  The  following  is  a  summary  of  an  issue 
which  the  Auditor  felt  needed  additional  attention: 

The  prior  review  determined  that  the  Center  did  not  maintain  its  inventory  in 
compliance  with  the  Comptroller's  required  procedures  for  listing,  tagging, 
and  recording  all  property  and  equipment.  In  addition,  there  was  no  physical 
inventory  listing.  The  Auditor  recommended  that  the  Center  comply  with 
Comptroller  Guidelines. 

The  Center  acted  on  all  of  the  Auditor's  recommendations.  It  performed  a 
physical  inventory  and  recorded  all  property  and  equipment  according  to 
purchase  date,  identification  number,  description,  cost  or  estimated  cost,  and 
location.  However,  in  this  audit,  the  Auditor  suggested  that  the  location 
descriptions  should  be  more  specific.  This  would  be  especially  relevant 
during  the  division  of  materials  between  DMH  and  DMR. 

EOHS/OAA  requested  that  DMH  respond  in  writing,  describing  the  actions  taken 
to  address  the  weaknesses  noted,  and  to  verify  that  the  stated  corrective 
actions  had  occurred  since  the  issuance  of  the  report. 
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Auditee  Name: 

Department  of  Mental  Health 
Department  of  Public  Welfare 
Department  of  Social  Services 

Audit  #:      86-2006-3 


The  Departments  of  Mental  Health,  Public  Welfare,  and  Social  Services  are 
agencies  within  the  Executive  Office  of  Human  Services.  These  Departments 
were  audited  by  the  Auditor  of  the  Commonwealth  for  the  period  July  1,  1984  to 
June  30,  1986.  This  report  was  issued  on  July  8,  1987.  EOHS/OAA  conducted 
a  follow-up  to  review  agency  actions  taken  since  that  time.  A  summary  of  the 
significant  findings  contained  in  the  report  is  as  follows: 

A.  In  order  to  augment  agency  staff,  a  significant  number  of  "03"  consultants 
contracted  by  the  Departments  of  Public  Welfare,  Mental  Health,  and  Social 
Services  were  used  to  perform  routine  services.  The  Auditor  found  that  the 
legislative  history  of  the  "03"  system  indicated  that  the  use  of  consultants  to 
perform  ongoing  agency  functions  was  inconsistent  with  the  original  intent  of 
the  "03"  system.   Specific  agency  findings  follow: 

1 .  Department  of  Public  Welfare  (DPW) 

During  fiscal  year  I986,  DPW  used  465  consultants  under  43  contracts, 
totalling  $15,261,486,  to  provide  services  similar  to  those  performed  by 
state  employees.  Consultants  and  state  employees  reported  to  the  same 
supervisors  and,  for  the  most  part,  received  equivalent  salaries  and  fringe 
benefits. 

In  its  response,  DPW  stated  that  it  had  requested,  but  had  not  received, 
additional  state  positions  to  meet  mandated  services.  DPW  also  stated 
that  efforts  had  been  made  over  the  past  six  years  to  convert  "03" 
consultant  staff  into  state  positions  where  appropriate. 

2.  Department  of  Mental  Health  (DMH) 

The  Auditor  sampled  102  of  931  consultant  contracts  for  fiscal  year  I986. 
Sixty-six  contracts,  totalling  $2,647,237,  were  for  services  within  the 
scope  of  DMH's  ongoing  functions  and  responsibilities. 


According  to  DMH  officials,  the  "03"  subsidiary  account  was  used  to 
acquire  staff  resources  necessary  to  provide  DMH'S  mandated  services, 
since  there  were  caps  on  employee  positions  despite  five  federal  court 
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rulings  directing  DMH  to  provide  increased  services  at  specific  staffing 
levels.  Consultants  were  used  at  DMH  primarily  to  perform  regular 
functions  in  the  absence  of  state  positions,  and  when  state  employee  pay 
grades  were  seen  as  inadequate  to  attract  professionals. 

In  its  response,  DMH  stated  that  many  of  the  services  provided  under 
"03"  contracts  had  been  converted  to  those  provided  under  subsidiary 
account  "07",  and  others  were  being  converted  to  state  positions. 

3.   Department  of  Social  Services  (DSS) 

During  fiscal  year  1986,  85  of  the  120  DSS  consultant  contracts,  totalling 
$2,154,309  out  of  $2,740,983,  were  for  services  within  the  scope  of  state 
positions.  In  most  cases,  consultants  and  state  employees  worked  side 
by  side,  performed  similar  duties,  reported  to  the  same  supervisors,  and 
received  equivalent  pay  and  fringe  benefits. 

The  $19  million  Voucher  Day  Care  Program  was  directed  and  managed 
by  9  "03"  consultants  at  the  DSS  Central  Office.  The  program  was 
staffed  entirely  by  "03"  consultants. 

Additionally,  17  individuals  working  as  consultants  during  fiscal  year  1986 
were  once  regular  DSS  employees.  Ten  of  the  17  held  substantially  the 
same  job  titles  as  they  had  held  as  state  employees;  six  of  the  17 
received  significant  pay  raises  upon  becoming  consultants,  although  they 
also  lost  valuable  benefits  available  to  state  employees. 

In  its  response,  DSS  stated  that  conversions  had  begun  of  consultant 
services  to  state  positions,  or  to  services  provided  under  subsidiary 
account  "07",  as  appropriate. 

B.  The  audit  identified  401  individuals  who  were  employed  for  prolonged  periods 
at  DPW  (154),  DMH  (203),  and  DSS  (44),  most  of  whom  were  employed  on  a 
full-time  continuous  basis  for  periods  varying  from  13  months  to  ten  years. 
The  Auditor  stated  that  this  was  in  violation  of  two  requirements  of  the  "03" 
system.  The  Expenditure  Code  Manual  required  that  all  consultant  services 
be  "for  a  limited  specified  period  of  time",  while  Administrative  Bulletin  82-1, 
Section  4.08(a)  defined  the  limitation  as  "not  exceeding  one  year"  unless  a 
waiver  was  requested.  It  should  be  noted  that  122  of  the  154  DPW 
consultants  listed  worked  under  a  contract  with  a  corporation,  TAD  Power 
Temporaries,  Inc.  (TAD).  These  individuals  were  exempt  from  any  restriction 
on  their  length  of  service,  because  the  contract  was  with  a  corporation,  not 
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with  individuals.  Seven  EDP  consultants  also  were  exempt  from  this 
restriction  due  to  provisions  in  EOAF  regulations. 

In  fiscal  year  1986,  the  three  agencies  requested  and  received  waivers  for 
272  consultants  whose  services  were  needed  beyond  one  year.  According 
to  the  agencies,  this  occurred  either  because  state  employee  positions  were 
not  available  or  the  consultants  provided  services  essential  to  each  agency  in 
meeting  its  mandate. 

In  its  response,  DPW  stated  that  the  majority  of  the  cited  individual  "03" 
contracts  had  been  terminated,  as  their  services  were  no  longer  required. 

In  its  response,  DSS  stated  that  eight  of  the  44  consultants  employed  for 
greater  than  one  year  had  been  converted  to  state  employee  positions. 

C.  Twenty-six  consultants  at  DPW,  7  in  FY  1985  and  19  in  FY  1986,  directly  or 
indirectly  supervised  state  employees,  in  violation  of  Massachusetts  General 
Laws  Chapter  29,  Section  29A  and  Administrative  Bulletin  82-1.  The  19  FY 
1986  consultants  were  employed  under  the  TAD  contract  and  directed  the 
activities  of  22  DPW  employees.  The  7  FY  1985  consultants  supervised  100 
state  employees  during  this  period. 

D.  The  Auditor  found  that  DPW  used  a  consultant  as  a  fiscal  intermediary. 
During  the  two-year  period,  September  1,  1984  through  August  31,  1986, 
DPW  awarded  two  "03"  contracts,  totalling  approximately  $23.6  million,  to 
TAD  Power  Temporaries,  Inc.,  of  Cambridge.  TAD  provided  an  intermediary 
payroll  service,  through  which  DPW  hired  as  many  as  423  individuals  to 
perform  routine  functions  in  mandated  programs.  The  423  individuals 
employeed  under  the  contracts  were  recruited,  hired,  trained,  supervised, 
and  evaluated  by  DPW,  but  compensated  through  TAD.  Additionally,  some 
subconsultants  were  hired  under  the  TAD  contract. 

In  its  response,  the  Department  stated  that  it  had  discontinued  hiring  the 
subconsultants  and  that  many  of  the  consultant  positions  were  to  be 
converted  to  regular  employee  positions. 

E.  In  fiscal  year  1986,  DMH  and  DSS  initiated  254  and  23  blanket  contracts, 
respectively.  In  violation  of  Administrative  Bulletin  82-1  and  the  DMH 
Contracting  Manual,  where  applicable,  112  DMH  and  6  DSS  consultants 
provided  full-time  on-going  services  under  these  contracts.  The  use  of 
full-time  blanket  consultants  was  contrary  to  the  cited  Administrative 
Bulletin  which  required  that  blanket  consultants  perform  only  recurrent  and 
intermittent  services. 

1.  At  DMH,  seventy-two  full-time  consultants  for  homeless  programs  had 
no  contracts,  resumes,  or  financial  disclosure  statements  on  file  with  the 
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State  Comptroller,  in  violation  of  Administrative  Bulletin  82-1  and 
Massachusetts  General  Laws  Chapter  29,  Section  29A. 

Additionally,  state  employees  became  consultants  without  prior  written 
approval,  and  multiple  services  were  purchased  through  a  single  blanket 
contract  in  violation  of  DMH  internal  regulations. 

In  its  response,  DMH  stated  that  the  homeless  program  was  being 
converted  to  contracts  managed  under  the  subsidiary  account  "07" 
system. 

2.   DSS   utilized   40  full-time   consultants   to   perform   services   of   a   type 
routinely  performed  by  state  employees. 

In  its  response,  DSS  stated  that  ten  of  these  positions  were  converted  to 
state  positions. 

It  was  noted  in  the  Auditor's  report  that  EOAF,  together  with  EOHS  and  the 
agencies  audited,  have  continued  efforts  to  address  the  problems  in  the 
Commonwealth's  "03"  system.   Steps  taken  have  included: 

•  Working  with  the  state  Legislature  to  convert  764  "03"  consultants  to 
state  employee  positions  in  fiscal  year  1987,  with  an  additional  610 
consultant  positions  recommended  for  conversion  in  fiscal  year  1988. 

•  Drafting  revisions  to  Administrative  Bulletin  82-1,  which  governs  the 
Commonwealth's  consultant  system. 

•  Appointing  an  individual  to  fill  the  position  of  EOAF  Assistant  Secretary 
for  Contract  Compliance,  to  monitor  and  coordinate  all  "03" 
contracting  activity  with  executive  branch  agencies. 

•  Initiating  a  policy  whereby  all  proposed  consultant  contracts  must  be 
personally  reviewed  by  the  appropriate  Executive  Secretary  and  by  the 
Commissioner  of  EOAF. 

In  their  preliminary  responses  to  EOHS/OAA  resolution,  the  EOHS  agencies 
audited  noted  the  following  accomplishments: 

•  DMH  converted  positions  for  approximately  94  individuals  from  "03" 
contract  status  to  state  positions  in  Fiscal  Year  1988,  and  stated  that 
approximately  66  more  positions  will  be  converted  from  "03"  status  to 
state  positions  in  Fiscal  Year  1989. 

•  DSS  converted  positions  for  15  and  72  individuals  from  "03"  contract 
status  to  state  positions  in  Fiscal  Years  1987  and  1988,  respectively. 
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•  DPW  has  discontinued  the  TAD  Power,  Inc.  contract  as  of  June  30, 
1988,  and  converted  the  former  TAD  employee  positions  to  state 
positions. 

•  DPW  converted  positions  for  450  individuals  from  "03"  contract  status 
to  state  positions  in  Fiscal  Years  1987  and  1988  combined. 

•  DPH  reduced  by  134  the  number  of  consultant  positions  at  the  agency 
between  Fiscal  Years  1988  and  1989. 

EOHS  requested  that  DMH,  DPW,  and  DSS  submit  written  responses 
describing  additional  actions  taken  to  address  these  findings  since  the  issuance 
of  the  report.   An  additional  satisfactory  response  was  received  from  DSS. 
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Auditee  Name: 

Department  of  Public  Health 
150  Tremont  Street 
Boston,  MA   02111 

Audit   #:      0-600-88 


The  Department  of  Public  Health  is  an  agency  within  the  Executive  Office  of 
Human  Services.  The  Department's  submission  of  sixty-one  (61)  "29A" 
payment  certification  forms  in  October,  1987,  led  to  the  audit  of  certain  service 
contracts  paid  through  subsidiary  account  "03".  The  submission  of  a  form 
"29A"  allows  the  Comptroller  to  approve  payments  for  services  which  were 
rendered,  but  for  which  certain  regulations  and  procedures  were  not  properly 
followed.  The  audit  was  performed  by  EOHS/OAA  for  the  period  July  1,  1986  to 
June  30,  1987.   A  summary  of  the  audit  findings  is  as  follows: 

A.  Several  significant  weaknesses  were  noted  in  the  Department's  system  of 
internal  control. 

B.  DPH  compensated  twenty-three  (23)  consultants  for  services  performed 
prior  to  the  date  the  contracts  were  approved  by  the  Comptroller.  Total 
unauthorized  compensation  amounted  to  $54,734.  Of  this  amount,  four  (4) 
consultants  at  the  Division  of  Family  Health  Services  were  paid  $3,748  and 
nineteen  (19)  consultants  at  the  Lemuel  Shattuck  Hospital  were  paid  $50,986. 
These  payments  were  made  with  the  approval  of  DPH  Central  Office  and 
Shattuck  Hospital  management. 

C.  Of  the  $54,734  paid  to  twenty-three  (23)  consultants  prior  to  Comptroller 
date-stamp  approval,  $43,974  paid  to  twenty-one  consultants  was 
compensation  for  services  provided  outside  of  the  service  period  specified 
on  the  individual  contracts. 

D.  The  payments  noted  in  A  and  B  above  also  preceded  certain  required 
approval  mechanisms.  Eleven  (11)  payments  preceded  the  contract 
execution  date;  sixteen  (16)  payments  preceded  the  date  rates  were 
approved  by  the  Rate  Setting  Commission  or  the  Division  of  Personnel 
Administration;  and  twenty-one  (21)  preceded  the  Comptroller's  date- 
stamp. 
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E.  The  following  procedural  violations  were  noted  in  the  use  of  advance  funds: 

1.  Advance  account  funds  were  used  for  purposes  other  than  those 
stated  on  the  request  for  advance  (RA)  forms  submitted  to  the 
Comptroller.  The  following  were  examples  of  unapproved  uses: 
payment  for  "03"  services  advanced  from  other  subsidiary  accounts; 
payments  for  other  services  from  consultant  advances  (see  finding  J); 
DPH  Central  Office  payments  from  incorrect  appropriation  accounts, 
including  federal  accounts,  which  totaled  $14,663  to  eighteen  (18) 
"29A"  consultants  (excluding  payments  noted  in  finding  J). 

2.  Advance  funds  were  used  as  temporary  loans  to  pay  consultants  who 
could  not  be  compensated  through  regular  payment  mechanisms,  due 
to  insufficient  approved  encumbrances.  The  following  were  examples 
of  this  practice:  services  performed  prior  to  date-stamp  approval  (see 
finding  B);  payment  received  prior  to  completion  of  an  approved 
date-stamped  contract  (see  finding  D);  services  provided  outside  of 
the  period  stipulated  on  the  contract  agreement  (see  finding  C);  and 
retroactive  contract  execution  (see  finding  N). 

DPH  stated,  in  its  response,  that  these  practices  no  longer  took  place 
and  that  currently  instituted  policies  would  prevent  their  recurrence. 

3.  Expenditure  of  advance  (EA)  forms  were  not  filed  with  the 
Comptroller's  Office  within  the  required  thirty  (30)  days  for  advances 
made  by  the  Lemuel  Shattuck  Hospital  and  DPH  Central  Office.  The 
senior  management  at  DPH  Central  Office  decided  not  to  file  the  forms 
because  they  were  treating  the  advances  like  loans.  They  intended  to 
have  duplicate  payments  issued  which  would  then  be  repaid  to  the 
state  by  the  individual  consultants.  The  reason  for  the  Lemuel 
Shattuck's  non-filing  was  given  as  a  lack  of  adequate  personnel. 

DPH  stated,  in  its  response,  that  this  practice  no  longer  existed. 

4.  As  a  result  of  the  misuse  of  advance  funds  noted  throughout  the  audit 
report,  DPH  was  unable  to  to  make  full  repayment  of  cash  balances  as 
required. 

5.  The  reconciliation  of  year-end  outstanding  advance  balances  was 
beyond  the  scope  of  the  auditors'  review.  However,  the  following  were 
the  outstanding  balances  as  of  June  30,  1987,  per  DPH  and  Lemuel 
Shattuck  Hospital  records: 
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•  DPH  Central  Office  had  an  outstanding  balance  of  $12,891  in 
advance  funds,  all  for  "29A"  consultants.  Of  this  amount, 
$1,200  represented  funds  which  had  not  previously  been  paid 
by  DPH,  leaving  $11,691  in  duplicate  payments  outstanding. 
This  figure  was  subsequently  reduced  to  $7,276  by  the  end  of 
field  work  and  to  $6,334  as  of  the  DPH  response. 

•  At  the  Lemuel  Shattuck  Hospital,  staff  stated  that  they  were  not 
able  to  reconcile  an  outstanding  balance  of  approximately 
$16,000  in  advance  funds  at  year-end.  EA  forms  that  had 
been  submitted  and  rejected,  and  subsequent  "29A"  forms 
prepared  using  these  same  rejected  forms,  were  not  in 
agreement  with  advance  totals  or  unapproved  payment  totals. 

In  its  response,  DPH  stated  that  approximately  half  of  this 
$16,000  variance  had  been  rectified.  It  also  stated  that  new 
procedures  currently  in  place  would  prevent  this  from  recurring 
in  the  future. 

DPH  issued  $32,641  in  duplicate  payments  to  fourteen  (14)  of  the  fifty-six 
(56)  consultants  noted  above.  These  duplicate  payments  resulted  from  the 
following  practices: 

1.  Advance  payments  were  made  to  consultants  who  had  Comptroller- 
approved  contracts  which  were  not  being  paid  through  MMARS, 
because  of  complications  with  appropriation  accounts  and  delays  in 
approval  of  "03"  account  transfer  requests.  Duplicate  regular 
payments  were  issued  after  MMARS  problems  were  solved  (efforts  to 
recover  these  payments  are  discussed  in  G  below). 

2.  Advance  payments  were  made  to  consultants  for  contract  services, 
which  had  not  been  properly  approved  and  encumbered.  Duplicate 
regular  payments  were  subsequently  generated  by  inflating  time 
sheets  and  invoiced  service  hours  in  service  periods,  in  order  to  be 
consistent  with  the  approved  contracts. 

It  should  also  be  noted  that  the  use  of  advance  funds  was  not 
restricted  to  the  cases  included  in  the  "29A"  forms  submitted  at  year 
end.  DPH  issued  $156,694  of  advance  funds  to  ninety-five  (95) 
consultants,  including  the  "29A"  consultants,  which  DPH  asserted  had 
been  repaid  after  regular  MMARS  payment.  Due  to  time  constraints, 
auditors  were  unable  to  verify  this  assertion  through  audit  testing.  In 
its  response,  DPH  asserted  that  it  had  implemented  a  series  of  steps 
to  avoid  this  situation. 
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G.  As  noted  in  F  above,  DPH  issued  $32,641  in  advance  funds  to  fourteen  (14) 
of  the  fifty-six  (56)  consultants  noted  above,  who  were  then  subsequently 
paid  again  through  the  MMARS  system.  This  resulted  in  duplicate  payments 
to  all  fourteen  (14)  of  the  consultants  involved.  The  initial  use  of  advance 
funds  was  approved  by  DPH  senior  management,  based  upon  the  belief  that 
it  was  necessary  to  continue  essential  services.  DPH  management  stated 
that  it  was  expected  that  all  funds  advanced  to  these  individuals  would  be 
refunded  to  DPH  once  the  regular  payments  were  issued  by  MMARS.  As  of 
June  30,  1987,  $11,691  in  duplicate  payments  remained  due  to  the 
Commonwealth  from  these  consultants.  As  of  the  end  of  field  work,  $4,414 
had  been  recovered,  leaving  $7,276  outstanding.  This  figure  had  been 
subsequently  reduced  through  refunds  to  $6,334. 

H.  A  total  of  $14,081  was  paid  to  ten  (10)  "29A"  consultants  in  excess  of  the 
maximum  obligation  set  forth  in  their  individual  contracts.  Of  this  amount, 
$4,970  was  paid  through  the  Division  of  Family  Health  Services.  The 
remainder,  $9,111,  was  paid  through  the  Lemuel  Shattuck  Hospital.  These 
payments  were  subsequently  covered  by  retroactive  amendments  (See 
finding  N). 

I.  As  part  of  the  review,  the  auditors  examined  summary  records  of  all 
consultant  advances  made  by  DPH  Central  Office  and  the  Lemuel  Shattuck 
Hospital.  It  appeared  that  $474,218  was  advanced  to  one  hundred  and 
eighty-four  (184)  consultants  during  the  fiscal  year.  Of  that  amount, 
$317,523  was  advanced  to  consultants  at  the  Lemuel  Shattuck  Hospital,  and 
$156,695  was  advanced  to  consultants  through  DPH  Central  Office.  Except 
for  the  payments  identified  on  the  "29A"  forms,  the  auditors  were  not  able  to 
verify  the  accuracy  of  these  figures.  As  outlined  in  E  above,  these  payments 
were  made  both  to  consultants  with  approved  "03"  contracts  and  those  for 
whom  an  approved  encumbering  contract  was  not  in  force. 

J.  The  following  findings  deal  with  advances  to  one  specific  human  service 
provider  during  fiscal  year  1987: 

1.  On  February  9,  1987,  DPH  made  payments  to  Coastal  Community 
Counseling  Center,  Inc.,  in  the  amount  of  $13,900,  prior  to  the  receipt 
of  approved  payment  vouchers.  The  payments  were  made  to  sustain 
essential  services  by  this  provider,  which  was  experiencing  a  fiscal 
crisis,  and  shortly  thereafter  was  placed  into  receivership  due  to 
financial  difficulties. 
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2.  The  payments  advanced,  in  J(1)  above,  were  for  services  that  DPH, 
EOHS,  and  the  court  appointed  receiver  believed  had  been  provided 
but  not  yet  billed.  They  pertained  to  contracts  under  three  separate 
appropriation  accounts,  one  supported  by  federal  funds  and  two  by 
state  funds. 

However,  when  the  request  was  made  by  EOHS  to  make  whatever 
payments  were  possible  for  the  services  provided,  billed,  and 
approved,  DPH  used  available  consultant  advance  funds,  which  were 
not  advanced  from  any  of  the  three  accounts  funding  these  services. 
The  intention  of  DPH  management  was  to  borrow  available  advance 
funds,  and  repay  them  when  the  payment  vouchers,  for  services 
provided,  were  submitted,  and  approved. 

It  should  be  noted  that  all  corrective  appropriation  entries  were  made 
by  January,  1988. 

3.  Of  the  $13,900  advanced  to  CCCC,  Inc.,  $6,900  had  been  recovered 
through  subsequent  billings  submitted  to  DPH.  However,  the  voucher 
documentation  to  support  $7,000  advanced  for  the  drug  and  alcohol 
contract  had  not  been  submitted  to  DPH. 

4.  By  March  30,  1987,  CCCC,  Inc.  stopped  providing  all  services.  In  July, 
1987,  the  receiver  invoiced  and  received  $3,383  for  drug  and  alcohol 
services.  This  payment  was  made  without  reducing  it  by  the  amount 
advanced  for  the  payment  noted  in  J(3)  above,  as  required. 

K.  DPH  continued  to  make  payments  to  eight  (8)  of  the  fourteen  (14) 
consultants  noted  in  finding  G,  even  after  they  had  made  advance  payments 
to  these  individuals  which  remained  unreconciled.  The  same  practice  of 
payment  is  noted  in  finding  J(4)  above. 

L.  The  DPH  contracting  procedures  were  found  to  be  deficient  in  the  area  of 
documentation.  The  following  information  was  not  provided  on  Service 
Request  (SR)  and/or  AF-4  (Request  for  Authorization  of  Services)  forms  for 
the  fifty-six  (56)  consultants  involved  in  the  sixty-one  (61)  "29A" 
transactions: 

1.  Nineteen  (19)  SR/AF-4  forms  submitted  did  not  contain  fully 
completed  Financial  Disclosure  Statements. 

2.  Financial  Interest  Statements  submitted  with  the  SR/AF-4  for  nineteen 
(19)  consultants  were  incomplete. 

3.  Five  (5)  of  the  submitted  SR/AF-4  forms  lacked  adequate  contractor 
qualification  documentation. 
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4.         Six  (6)  of  the  submitted  SR/AF-4  forms  lacked  the  required  contractor 
addresses. 

M.  In  another  area  of  deficient  documentation,  there  was  no  service  contract  on 
file  for  nine  (9)  of  the  fifty-six  (56)  consultants  involved  in  the  "29A" 
transactions.  These  consultants  were  paid  under  blanket  authorizations.  All 
consultants  were  required  to  have  an  individual  service  contract  on  file  which 
denoted  the  specific  type  of  service  to  be  performed,  compensation  to  be 
paid,  and  any  other  obligations  of  the  parties  involved. 

N.  Contracts  were  executed  retroactively  for  two  "29A"  consultants.  It  was  also 
noted  in  the  auditors'  review  of  other  DPH  consultant  contracts  that  there 
were  several  instances  of  retroactive  contract  execution,  and  amendments  to 
contract  maximum  obligations  which  occurred  subsequent  to  contract  service 
period  termination  dates. 

O.  Nine  (9)  of  the  fifty-six  (56)  "29A"  consultant  contracts  tested  did  not 
contain  the  required  dated  DPH  authorization  signature  and  two  (2),  from  the 
same  group,  did  not  contain  dated  signatures  of  the  consultants  who 
provided  the  services. 

P.  The  review  of  the  fifty-six  (56)  "29A"  consultants  determined  that  thirty- 
one  (31)  provided  services  on  a  recurrent  basis,  exceeding  the  one-year 
limit  set  by  Administrative  Bulletin  82-1.  Of  these  thirty-one  (31),  only 
three  (3)  Family  Health  Division  "29A"  Consultants  could  be  identified  in  a 
waiver  request  prepared  by  DPH.  None  of  the  consultants  at  the  Lemuel 
Shattuck  Hospital  were  included  on  the  waiver  request,  even  though  their 
services  were  viewed  as  critical  and  discontinuance  would  seriously 
jeopardize  Hospital  services. 

Q.  Nineteen  (19)  of  the  "29A"  consultants  were  paid  through  blanket  service 
contracts  for  services  which  were  predictable,  regular,  and  for  extended 
periods.  As  noted  in  findings  M  and  P,  above,  it  was  the  practice  of  DPH  to 
use  these  blanket  contracts  for  consultants  who  were  providing  extended 
services,  and  not  to  maintain  individual  contracts  for  all  consultants  under 
blanket  contracts. 

R.  Thirty-three  (33)  of  the  "29A"  forms  prepared  for  consultants  at  the  Lemuel 
Shattuck  Hospital  contained  statements  that  the  provider  (consultant)  could 
not  be  paid  for  services  provided.  However,  all  of  these  individuals  had  been 
paid  in  full  through  the  use  of  advance  funds. 

DPH  stated,  in  its  response,  that  this  statement  was  not  intended  to  be 
misleading.  It  was  used  as  standard  language  for  "29A"  forms,  and  the 
cover  letter  to  the   "29A"   submission  was   used  to  outline  the   payment 


71 


problems  (advance  fund  abuse).  However,  a  review  of  other  "29A"  forms 
filed  at  the  same  time  determined  that  the  actual  reason  for  submission  was 
outlined  on  each  form. 

S.  Due  to  time  constraints,  this  audit  dealt  only  with  specific  review  of  the  sixty- 
one  (61)  "29A"  transactions  involving  fifty-six  (56)  consultants  identified 
above.  However,  basic  contract  information  was  obtained  and  reviewed  for 
three  hundred  and  ninety-nine  (399)  out  of  nine  hundred  and  thirty-three 
(933)  files  concerning  "03"  contracts  and  amendments  maintained  by  DPH 
for  fiscal  year  1987.   The  following  was  a  summary  of  noted  deficiencies: 

•  85  contracts  had  DPH  signatures  dated  subsequent  to  the  contract  start 
date. 

•  43  contracts  had  a  Comptroller's  date  stamp  subsequent  to  the  contract 
start  date. 

•  33  contracts  lacked  a  DPH  approval  signature. 

•  26  contracts  lacked  a  contractor  signature. 

•  24  contracts  did  not  specify  contract  service  period. 

•  7  contracts  did  not  have  Comptroller  date  stamps. 

•  6  contracts  did  not  have  the  same  position  and  pay  rate  information  as 
the  AF-4  forms  and  rate  schedules. 

Because  of  the  nature  of  the  scope  of  this  portion  of  the  review,  the  auditors 
were  unable  to  determine  if  these  deficiencies  were  substantiated 
procurement  violations  or  merely  record-keeping  deficiencies.  The  report 
goes  on  to  state  that  many  of  these  deficiencies  could  probably  be  noted  in 
the  files  of  any  state  agency. 

EOHS/OAA  requested  that  DPH  submit  a  written  response  addressing  all 
findings,  including  the  recovery  of  funds  totaling  $6,334  noted  in  finding  G,  and 
the  appropriateness  of  recovery  of  $7,000  noted  in  finding  J(3).  EOHS  OAA 
also  requested  that  the  Division  of  the  Comptroller  review  all  findings  and  take 
whatever  actions  that  it  deemed  appropriate.  In  addition,  EOHS/OAA  requested 
that  the  Department  of  the  Attorney  General  review  findings  F(2),  G,  and  R  and 
take  whatever  action  is  appropriate.  DPH  has  responded  to  all  issues  and  is 
continuing  to  work  with  EOHS  to  resolve  all  outstanding  findings.  The  Attorney 
General  has  responded  that  the  issues  are  under  review. 
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Auditee  Name: 

Department  of  Public  Health 

Block  Grant-Maternal  and  Child 

Health  Services 

150  Tremont  Street 

Boston,  MA   02108 

Audit   #:      87-3131-1    and    88-3205-1 


The  Department  of  Public  Health  administered  the  Maternal  and  Child  Health 
Services  Block  Grant,  which  was  awarded  by  the  U.S.  Department  of  Health  and 
Human  Services.  DPH  awarded  a  series  of  contracts  to  private  sub-recipients 
throughout  the  state  during  the  audit  period.  DPH  and  the  sub-recipients  were 
audited  by  the  Auditor  of  the  Commonwealth  in  two  separate  reports,  for  the 
period  October  1,  1981  to  June  30,  1985.  A  summary  of  the  audit  findings  is  as 
follows: 

A.  The  review  disclosed  that  the  Department  of  Public  Health  was  not  complying 
with  the  Immediate  Needs  provision  of  the  Letter  of  Credit  System.  The  cash 
advances  taken  by  DPH  far  exceeded  the  immediate  needs  of  the 
Commonwealth  during  the  audit  period.  DPH  stated  in  its  response,  that 
corrective  actions  have  been  instituted  to  improve  internal  controls  and  to 
minimize  the  time  elapsed  between  the  transfer  of  funds  from  the  U.S. 
Treasury  and  the  disbursement  of  these  funds  by  the  Department. 

B.  The  auditor  concluded  that  DPH  overpaid  the  Greater  Lawrence  Community 
Action  Program  a  total  of  $6,888  in  several  contracts  during  the  period 
October  1,  1981  to  September  30,  1984.  This  occurred  because  amounts 
billed  for  direct  salaries  and  fringe  benefits  were  more  than  actual  costs 
incurred. 

C.  The  Auditor  concluded  that  The  Family  Planning  Council  of  Western 
Massachusetts  is  due  $3,684,  for  vouchers  dated  May  5,  1985  and  June  5, 
1985  which  were  approved  for  payment,  but  due  to  a  miscalculation  by  DPH 
in  its  Ready  Payment  system,  deductions  were  made. 

EOHS/OAA  requested  that  DPH  develop  and  submit  for  review  a  written  plan  of 
action  to  address  finding  A  and  the  recovery  of  $6,888  noted  in  finding  B.  DPH 
also  was  asked  to  take  steps  to  make  the  payment  noted  in  finding  C.  A 
response  was  received  from  DPH;  however,  further  clarification  is  needed. 
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Auditee  Name: 

Department  of  Public  Health 

Block   Grant-Preventive 

Health  Services 

150  Tremont  Street 

Boston,  MA   02108 

Audit   #:      86-3128-1,    87-3168-1,    and    88-3189-1 

The  Department  of  Public  Health  administered  the  Preventive  Health  Services 
Block  Grant  which  was  awarded  by  the  U.S.  Department  of  Health  and  Human 
Services.  DPH  awarded  a  series  of  contracts  to  private  sub-recipients 
throughout  the  state  during  the  audit  period.  DPH  and  the  sub-recipients  were 
audited  by  the  Auditor  of  the  Commonwealth  in  three  separate  reports,  for  the 
period  October  1,  1981  to  June  30,  1985.  A  summary  of  the  audit  findings  is  as 
follows: 

A.  The  review  disclosed  that  the  Department  of  Public  Health  was  not  complying 
with  the  Immediate  Needs  provision  of  the  Letter  of  Credit  System.  The  cash 
advances  taken  by  DPH  far  exceeded  the  immediate  needs  of  the 
Commonwealth  during  the  audit  period.  DPH  stated  in  its  response  that 
corrective  actions  have  been  instituted  to  improve  internal  controls  and  to 
minimize  the  time  elapsed  between  the  transfer  of  funds  from  the  U.S. 
Treasury  and  the  disbursement  of  these  funds  by  the  Department. 

B.  During  the  audit  period  DPH  failed  to  maintain  complete  time  sheets  that 
could  accurately  document  which  days  consultants  actually  worked.  In  its 
response,  DPH  stated  that  it  currently  requires  that  time  sheets  list  the 
number  of  hours  and  the  date  for  all  time  billed.  Consultants  are  then  paid 
on  the  basis  of  these  specific  invoices. 

EOHS/OAA  requested  that  DPH  develop  and  submit  for  review  a  written  plan  of 
action  to  address  findings  A  and  B.  Appropriate  responses  have  been  received 
from  DPH. 
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Auditee  Name: 

Department  of  Public  Health 

Food  Establishment  Sanitation  Program 

305  South  Street 

Jamaica  Plain,  MA  02130 

Audit   #:    87-290-3 


The  Department  of  Public  Health  is  an  agency  within  the  Executive  Office  of 
Human  Services.  Chapter  111,  Section  127A  of  the  Massachusetts  General 
Laws  mandates  the  Department  to  maintain  the  state  sanitary  code  and  control 
its  use  by  the  local  boards  of  health.  These  responsibilities  are  charged  to  the 
Division  of  Food  and  Drugs.  The  Department  was  audited  by  the  Auditor  of  the 
Commonwealth  for  the  period  July  1,  1983  to  June  30,  1987.  A  summary  of  the 
audit  findings  is  as  follows: 

A.  The  Department  of  Public  Health  has  been  legislatively  mandated  to  oversee 
the  Commonwealth's  351  cities  and  towns  in  the  inspection  and  review  of  the 
sanitary  conditions  of  all  food  establishments.  This  responsibility  ultimately 
fell  on  the  DPH  Division  of  Food  and  Drugs. 

Local  boards  of  health  from  all  cities  and  towns  were  required  by  105  CMR 
590.052  annually  to  submit  reports  to  the  Division  which  listed  all  food 
establishments  under  their  respective  jurisdictions.  These  reports  listed  all 
such  establishments  by  name,  type,  and  address,  but  did  not  detail  any 
inspection  or  sanitary  conditions  for  any  of  the  establishments.  According  to 
DPH  officials,  these  reports  were  submitted  by  only  one-third  of  the  local 
health  boards.  Because  DPH  was  not  receiving  even  the  minimal  information 
required  from  all  local  health  boards,  it  could  not  fulfill  its  mandate  to  enforce 
the  State  Sanitary  Code. 

Each  local  board  of  health  was  required  by  Chapter  10  of  the  State  Sanitary 
Code  (105  CMR  590)  to  inspect  every  food  establishment  within  its 
jurisdiction  at  least  once  every  six  months.  In  the  Auditor's  review  of  78 
cities  and  towns,  77  did  not  fully  comply  with  this  regulation  during  1986  and 
1987.  A  review  of  one  year's  inspection  activity  on  1,439  restaurants  and 
retail  food  stores  in  the  78  cities  and  towns  determined  that  709  had  not 
been  inspected  twice.  In  addition,  203  of  the  1,439  had  not  been  inspected 
at  all  during  the  year  under  review. 

During  the  four  year  audit  period,  DPH  had  audited  480  food  establishments 
in  13  cities  and  towns  to  monitor  and  evaluate  the  operations  of  the  local 
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boards  of  health.  The  audits  determined  that  4  of  the  13  reviewed  were  not 
meeting  the  six  month  review  requirement. 

B.  The  Auditor  noted  significant  differences  in  the  thoroughness  of  audits  done 
by  local  cities  and  towns,  when  compared  to  those  done  by  DPH  and  the 
U.S.  Food  and  Drug  Administration. 

During  the  four  year  audit  period,  as  noted  above,  DPH  audited  13  local 
boards  of  health.  As  part  of  audit  procedure,  DPH  compared  its  inspections 
of  selected  food  establishments  to  those  done  by  local  inspectors  of  the 
same  locations.  In  three  audits,  DPH  was  not  able  to  do  the  comparison 
because  of  a  lack  of  records  on  the  local  level.  In  the  remaining  10  audits,  5 
communities  showed  significant  differences  between  DPH  and  local  health 
board  inspections. 

Throughout  the  audit,  the  Auditors  reviewed  work  done  by  the  U.S.  Food  and 
Drug  Administration,  DPH,  and  local  health  inspectors.  The  review 
determined  that,  on  average,  FDA  inspectors  found  four  times  the  violations 
that  the  local  inspectors  did,  and  the  DPH  inspectors  found  three  times  the 
violations  that  the  local  inspectors  did.  In  addition,  local  inspectors  reported 
more  "perfect  scores"  (citing  no  "critical  item"  or  "non-critical  item" 
violations)  than  DPH  and  FDA  inspectors.  A  "critical  item"  violation  as 
defined  by  105  CMR  590.001  was  a  violation  of  the  State  Sanitary  Code 
which  posed  a  significant  threat  to  the  health  of  the  public.  Of  the  560 
establishments  reviewed  by  DPH  and  FDA,  there  were  no  "perfect  scores" 
reported.  Of  the  1,439  establishments  reviewed  by  local  boards  of  health, 
328  received  a  "perfect  score". 

All  reports  were  required  to  include  review  of  "critical  item"  sanitation 
standards.  These  violations,  if  noted,  pose  a  direct  threat  to  the  public.  Of 
the  1,439  reviews  conducted  by  local  health  boards,  902  reported  no  "critical 
items",  while  only  41  out  of  480  DPH  reviews  and  4  out  of  80  FDA  reviews 
cited  no  "critical  items". 

DPH  found,  through  its  review  of  480  food  establishments  in  13  audit  reports, 
that  147  establishments  were  found  to  be  "marginal"  or  "inadequate".  Each 
of  the  147  had  between  13  and  33  violations  of  the  State  Sanitary  Code. 
DPH  referred  all  cases  to  the  appropriate  board  of  health  and  in  several 
instances  warned  of  serious  health  threats  on  the  local  level. 

In  9  of  the  13  audits  of  local  boards  performed  by  DPH,  significant 
programmatic  deficiencies  were  noted. 

DPH  has  recognized  the  lack  of  adequate  training  and  experience  on  behalf 
of  local  inspectors  as  one  cause  of  the  poor  quality  of  inspections  on  the 
local  level.     These  conditions  could  be  a  serious  impediment  to  effective 
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enforcement  of  the  State  Sanitary  Code.  An  internal  1987  DPH  report 
estimated  that  only  150  of  the  351  cities  and  towns  were  staffed  with 
personnel  capable  of  performing  inspections. 

Both  DPH  and  the  Massachusetts  Health  Officers  Association  responded  to  this 
report.  DPH  recognized  the  need  to  increase  oversight  and  training  to  insure 
that  the  public  health  laws  were  enforced  on  the  local  level.  However,  it  pointed 
to  budget  restrictions  on  additional  staff  for  the  Division  of  Food  and  Drugs  as  a 
hinderance  to  any  success  in  this  area.  EOHS  and  DPH  personnel  have  met  to 
discuss  these  issues.  EOHS/OAA  requested  that  DPH  develop  and  submit  for 
review  a  further  response.  DPH  has  adequately  responded  to  all  issues  cited  in 
the  report. 
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Auditee  Name: 

Department  of  Public  Health 

Massachusetts  Hospital  School 

Randolph  Street 

Canton,  MA 

Audit  #:      88-6001-9 


The  Massachusetts  Hospital  School  is  a  rehabilitation  center  for  physically 
handicapped  children  operated  by  the  Department  of  Public  Health.  The  School 
was  audited  by  the  Auditor  of  the  Commonwealth  for  the  period  July  1,  1984  to 
December  31,  1986.   A  summary  of  the  audit  report  findings  is  as  follows: 

A.  There  were  several  significant  weaknesses  noted  in  the  facility's  internal 
controls. 

B.  The  former  Steward  at  the  MHS  supplied  the  MHS  Snack  Bar  with  food  from 
the  MHS  storeroom,  and  collected  the  reimbursement  intended  for  the 
Commonwealth.  During  the  two-year  audit  period,  the  former  Steward 
received  $5,757  from  the  Snack  Bar  supervisor;  however,  there  were  no 
accounts  receivable  records  to  show  that  he  transferred  the  money  to  the 
State  Treasurer. 

C.  The  former  Steward  used  his  position  and  working  relationship  with  fellow 
MHS  employees  to  misappropriate  a  total  of  $6,004  in  proceeds  from  fund- 
raisers, as  well  as  funds  from  corporations  that  were  located  at  MHS. 

D.  The  former  Steward's  daily  interaction  with  a  non-profit  corporation  which 
rented  space  at  the  school,  Enable,  Inc.,  allowed  him  to  obtain,  as  advances, 
19  checks  totalling  $4,199,  made  payable  to  himself  and,  in  some  cases,  to 
third-party  vendors.  He  obtained  these  advances  with  the  understanding 
that  the  money  was  needed  for  special  purchases  and  was  not  immediately 
available  in  the  MHS  state  appropriation  account. 

E.  The  MHS  allowed  volunteers,  including  the  former  Steward,  to  organize  and 
run  the  trustee's  activities  without  coordination  or  supervision,  and  without 
regard  to  potential  conflicts  with  the  volunteer's  normal  duties. 

F.  It  was  noted  during  the  audit  period  that  the  contract-awarding  process 
allowed  the  former  Steward  to  solicit  bids,  receive  and  evaluate  both 
telephone  and  written  responses,  and  approve  all  supporting  documentation. 
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It  should  be  noted  that  the  former  Steward  was  indicted  by  a  Norfolk  County 
Grand  Jury  at  Dedham  Superior  Court,  and  subsequently  entered  into  a  plea 
agreement  whereby  all  of  the  funds  in  question  were  returned.  In  addition,  MHS 
has  responded  to  all  of  the  Auditor's  recommendations  in  a  constructive 
manner. 

EOHS/OAA  requested  that  DPH  submit  a  written  response  describing  actions 
taken  to  prevent  these  types  of  actions  from  taking  place  in  other  DPH  facilities. 
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Auditee  Name: 

Department  of  Social  Services 

150  Causeway  Street 

Boston,  MA   02114 

Audit   #\      87-1058-2 


The  Department  of  Social  Services  is  an  agency  within  the  Executive  Office  of 
Human  Services.  It  is  responsible  for  a  comprehensive  program  of  social 
services  for  families,  children,  the  aging,  and  unmarried  parents.  The 
Department  was  audited  by  the  Auditor  of  the  Commonwealth  as  a  follow-up 
review  of  findings  noted  in  previous  audit  reports.  A  summary  of  the  audit 
findings  contained  in  the  report  is  as  follows: 

A.  A  prior  audit  (#85-1058-1),  issued  on  December  22,  1986,  reported  that 
during  fiscal  year  1985,  DSS  expensed  $69,638  from  the  Administrative 
Account  of  a  dormant  trust  fund,  established  with  private  donations,  with  the 
approval  of  the  Comptroller's  Office.  As  of  June  30,  1984,  the  Administrative 
Account  had  a  balance  of  $258,594  (including  the  $69,638  expensed)  and 
the  trust's  Social  Service  fund  had  a  balance  of  $637,452.  The  Auditor 
requested  that  DSS  stop  making  disbursements  from  this  fund,  return  the 
$69,638  to  the  trust,  and  then  return  the  balances  of  both  accounts  to  their 
respective  donors.  If  this  was  not  possible,  the  Auditor  requested  that  DSS 
contact  the  Attorney  General  to  determine  a  disposition  of  these  balances. 

The  follow-up  review  determined  that  DSS  had  stopped  disbursements  from 
this  trust,  and  had  returned  $128,035  of  the  social  service  fund  to  its  proper 
donor.  However,  DSS  had  not  returned  the  $69,638  to  the  administrative 
account,  or  contacted  Attorney  General  regarding  the  disposition  of  the  fund 
balances.  The  administrative  account  now  had  a  balance  of  $188,956 
(exclusive  of  the  $69,638),  and  the  social  service  account  had  a  balance  of 
$509,417.  The  Auditor,  again,  requested  that  the  $69,638  be  returned  to  the 
administrative  account,  and  that  the  fund  balances  be  referred  to  the  Attorney 
General  for  proper  disposition. 

DSS  stated,  in  its  response,  that  it  would  refer  the  fund  balances  ($188,956 
and  $509,417)  to  the  Attorney  General.  DSS  did  not  agree  with  the  Auditor's 
request  to  return  the  $69,638,  because  DSS  felt  that  the  expenditure  was 
properly  approved  by  the  Comptroller's  Office.  DSS  stated  that  it  would  refer 
this  information  to  the  Attorney  General  and  abide  by  its  decision  (DSS  has 
referred  this  information  to  the  Attorney  General  through  the  Secretary  of 
Human  Services). 
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B.  In  the  prior  audit  (#85-1058-1),  the  Auditor  cited  DSS  for  not  establishing 
uniform  guidelines  for  maintaining  employee  attendance  records.  The 
Auditor  recommended  the  following  three  improvements: 

•  Establishment  of  formal  uniform  record-keeping  guidelines  for  all 
regions. 

•  Establishment  of  formal  guidelines  for  compensatory  time,  overtime, 
vacation,  leave  and  sick  leave. 

•  The  requirement  of  written  authorization  for  all  payroll  deductions. 
The  follow-up  review  revealed  the  following  conditions: 

•  Region  III  time  sheets  did  not  contain  time-in  and  time-out 
information. 

•  Region  IV  did  not  maintain  signatures  on  time  sheets. 

•  Region  V  did  not  have  a  time  sheet  policy. 

•  No  policy  existed  requiring  the  Regions  to  maintain  written 
authorizations  for  payroll  deductions. 

The  Auditor  again  recommended  that  DSS  establish  uniform  guidelines  for 
record-keeping  and  written  authorization  of  payroll  deductions.  Subsequent 
to  issuance  of  the  review,  DSS  had  contacted  the  Department  of  Personnel 
Administration  and  the  Office  of  Employee  Relations.  Both  of  these  bodies 
stated  that  so  long  as  DSS  adheres  to  bargaining  unit  requirements  and 
PMIS  regulations,  record-keeping  would  be  adequate.  Any  system  should 
provide  the  necessary  audit  trail  for  required  testing. 

C.  The  Auditor  had  previously  reported  to  DSS  on  several  issues  through  a 
management  letter.  A  review  of  these  issues  revealed  the  following  still  to  be 
outstanding: 

1.  DSS  Central  Office  did  not  adequately  pursue  bad  checks.  The 
Auditor  recommended  that  DSS  Central  Office  contact  the  makers  of 
bad  checks  once  they  were  returned.  Each  check  should  then  be 
periodically  pursued  until  they  were  deemed  uncollectible.  At  that 
point,  they  should  be  turned  over  to  the  Attorney  General  for  collection 
action.  The  follow-up  review  determined  that  DSS  had  not  initiated 
new  collection  procedures.  At  that  time,  19  bad  checks,  totaling 
$3,599,  for  the  period  February  1985  through  January  1987,  were 
outstanding. 
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In  its  response,  DSS  stated  that  it  would  enhance  its  collection 
procedures  to  include  a  three  notice  process  followed  by  referral  of  all 
outstanding  balances  to  the  Attorney  General.  It  has  since  written  the 
Attorney  General  for  permission  to  write-off  the  $2,836  amount  which 
it  feels  is  uncollectible. 

2.  During  a  prior  review,  a  test  of  Central  Office  payroll  deductions 
determined  that  25.3%  of  United  Fund  and  union  dues  withholdings 
were  not  traceable  to  proper  written  authorizations  maintained  in 
individual  files  at  the  Central  Office.  The  Auditor  recommended  that 
DSS  update  its  files  to  maintain  this  information. 

The  follow-up  review  determined  that  21%  of  payroll  deductions  were 
not  traceable  to  written  authorizations  maintained  on  files. 

DSS  responded  that  all  official  personnel  files  are  maintained  at  either 
the  Regional  or  Central  level  depending  on  the  employee's  location. 
This  was  done  to  make  these  records  available  to  the  individuals. 
Payroll  information  for  all  department  employees  was  maintained  in  the 
Central  Office  by  the  Personnel  Services  Unit.  This  would  include 
documentation  for  all  payroll  paid  on  PMIS.  Any  system  should 
provide  the  necessary  audit  trail  for  required  testing. 

3.  The  prior  review  revealed  that  Region  VI  had  not  been  reconciling  its 
receipts  with  the  Comptroller's  Monthly  Statement  of  Estimated  and 
Actual  Revenue,  or  appropriation  balances  with  the  Daily  Statement  of 
Transactions. 

The  follow-up  review  determined  that  the  Region  was  reconciling  its 
appropriation  balances  to  the  MMARS  341 A  Report  (formerly  the  Daily 
Statement  of  Transactions).  However,  it  was  not  reconciling  receipts 
to  the  MMARS  466A  Report  (formerly  the  Monthly  Statement  of 
Estimated  and  Actual  Revenue). 

4.  During  a  prior  review,  the  auditors  were  unable  to  obtain  travel 
vouchers,  and  approval  documents  (AF-7s)  for  these  expenditures,  in 
Region  VI  during  fiscal  year  1983.  The  region's  Director  of  Accounting 
believed  that  these  documents  were  destroyed  in  a  fire.  The  travel 
vouchers  were  subsequently  found.  The  AF-7s  were  not  located. 
However,  there  was  no  record  that  the  Capitol  Police  were  notified  of 
the  loss  or  damage  of  records.  The  Auditor  recommended  that  all 
losses  or  damages  relating  to  state  records  be  reported  to  the  Capitol 
Police. 
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The  follow-up  review  noted  a  directive  from  Central  Office  to  all 
Regions  which  required  the  submission  of  an  incident  report  to  the 
Capitol  Police  on  the  loss  or  damage  of  any  state  records  or  assets. 
In  addition,  the  directive  stated  that  the  State  Auditor  should  be  notified 
of  any  damage  to  unaudited  records. 

5.  During  a  prior  review  of  Region  VI  foster  care  payments,  it  was  noted 
that  overpayments  of  $234,925  existed  as  of  June  30,  1984.  The 
Auditor  recommended  that  those  receivables  over  six  months  old  be 
referred  to  the  Attorney  General's  Office  for  collection.  The  follow-up 
review  determined  that  DSS  had  referred  $213,488  to  the  Attorney 
General  for  collection.  However,  the  Region  was  still  not  maintaining 
adequate  records  of  its  foster  care  overpayments.  At  the  fiscal  year 
ended  June  30,  1988,  there  was  not  an  accurate  figure  for  the  amount 
due  to  the  Commonwealth  for  these  overpayments.  The  Auditor 
recommended  that  DSS  comply  with  the  Comptroller's  Policy  Manual 
in  order  to  ensure  accurate  accountability  of  these  foster  care 
payments.  In  addition,  the  Auditor  suggested  that  the  remaining 
$20,977  of  the  June  30,  1984  accounts  receivable  balance  be 
forwarded  to  the  Attorney  General's  Office  for  collection. 

DSS  responded  that  it  was  reviewing  its  receivables  process  and  had 
referred  $184,045  of  uncollectable  accounts  from  the  fiscal  year  1982 
through  1988  period  to  the  Attorney  General's  Office  for  collection. 

D.  DSS  had  standard  operating  procedures  for  the  control  of  property  and 
equipment.  However,  a  review  of  sites  (all  six  Regions,  nine  Area  Offices, 
and  the  Central  Office)  determined  the  following  discrepancies: 

1.  Thirty-six  inventory  items,  totaling  $21,502,  could  not  be  located. 

2.  Forty-three  inventory  items  were  lacking  inventory  tags,  18  were 
improperly  tagged,  and  263  did  not  contain  serial  numbers. 

3.  Equipment  sign-out  sheets  were  not  adequately  maintained  at  seven 
locations. 

4.  More  than  half  of  the  totals  of  the  inventory  listings  tested  were 
incorrect.  The  largest  variance  noted  was  $75,312.  DSS  had  filed  its 
1987  GAAP  Report,  totaling  $3,711,669,  with  the  Office  of  the 
Comptroller.  The  Auditor  estimated  that  this  report  was  overstated  by 
$100,799. 

The  Auditor  recommended  that  DSS  enforce  its  own  policies  and  those  of 
the  Comptroller  in  order  to  maintain  better  control  of  its  property  and 
equipment.    DSS  responded  that  it  was  striving  to  comply  with  these  policies 
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and  procedures.     However,  the  36  items  listed  as  missing  had  not  been 
located.    DSS  responded  that  it  continued  to  work  to  resolve  these  issues. 

DSS  submitted  a  response  which  verified  that  the  stated  corrective  actions  had 
occurred  since  the  issuance  of  the  Report.  EOHS/OAA  requested  that  DSS 
submit  a  further  written  response,  describing  the  actions  taken  to  address 
certain  weaknesses  noted.  DSS  is  working  with  EOHSOAA  to  resolve  all 
findings. 
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Auditee  Name: 

Department  of  Social  Services 

Lowell  Area  Office 

685  Lawrence  Street 

Lowell,  MA   01852 

Audit  #:      0-564-87 


The  Lowell  Area  Office  was  an  Area  Office  of  the  Department  of  Social  Services. 
The  review  of  the  Social  and  Rehabilitative  Service  Procurement  and  Contracting 
System  was  conducted  for  the  period  July  1,  1985  to  June  30,  1986.  A 
summary  of  the  findings  contained  in  the  review  is  as  follows: 

A.  When  evaluating  the  proposals  of  bidders  responding  to  a  Request  for 
Proposals,  the  Lowell  Area  Office  used  a  list  of  criteria,  which  included 
previous  experience  in  the  Lowell  Area  as  one  of  the  standards.  This 
geographical  requirement  had  not  been  stated  in  the  request  for  proposal 
criteria,  and  was  not  one  of  the  standard  requirements  of  the  EOHS 
Contracting  and  Procurement  Manual. 

B.  The  audit  noted  that  a  blanket  contract  was  used  to  purchase  services  that 
were  for  extended  periods  of  time  and  with  stable  utilization  levels.  This  was 
not  in  accordance  with  Blanket  contracting  requirements  as  defined  by  the 
EOHS  Procurement  and  Contracting  Manual  for  Social  and  Rehabilitative 
Services. 

C.  A  review  of  the  pre-qualification  requirements  at  the  Lowell  Area  Office,  and 
at  the  DSS  Central  and  Regional  levels,  revealed  that  all  materials  needed  to 
evaluate  and  document  provider  Pre-qualification  Standards  were  not 
available.  This  condition  was  not  in  accordance  with  the  requirements  of  the 
EOHS  Procurement  and  Contracting  Manual. 

EOHS/OAA  requested  that  DSS  submit  a  written  response  which  addresses 
findings  A,  B,  and  C. 
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Auditee  Name: 

Department  of  Social  Services 

Region  III  Office 

143  South  Main  Street 

Middleton,  MA  01949 

Audit  #:      0-563-87 


The  Region  III  Office  is  a  regional  office  of  the  Department  of  Social  Services. 
The  review  of  the  Social  and  Rehabilitative  Services  Procurement  and 
Contracting  System  was  conducted  for  the  period  July  1,  1985  to  June  30,  1986. 
A  summary  of  the  finding  contained  in  the  review  is  as  follows: 

A.  A  few  technical  departures  from  required  procedures  were  noted.  For 
example,  the  DSS  Region  III  Office  did  not  utilize  the  approved  standard  form 
agreements  as  specified  in  the  Procurement  and  Contracting  Manual. 
Although  the  DSS  form  contained  much  of  the  mandated  information,  certain 
sections  were  omitted. 

The  DSS  Region  III  contracts  manager  stated  that  the  contract  forms  used 
were  from  the  contracting  package  sent  to  her  by  the  DSS  Central  Office, 
and  she  assumed  these  forms  were  approved  by  EOHS. 

In  its  response,  DSS  Region  III  stated  that  the  standard  forms  "...  are 
reviewed  each  year,  altered  by  Central  Office,  if  necessary,  and  then 
approved  by  EOHS." 

EOHS/OAA  requested  that  DSS  submit  a  written  response  which  addresses  this 
finding. 
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Auditee  Name: 

Friendly  House,  Inc. 

36  Wall  Street 
Worcester,  MA  01604 

Audit  #:      0-308-87 


Friendly  House,  Inc.,  a  non-profit  corporation,  provided  day  care,  day  camp, 
food  service  and  alternative  shelter  programs  during  the  audit  period.  The 
provider  contracted  with  the  Department  of  Social  Services  and  the  Department 
of  Public  Welfare  and  was  audited  for  the  fiscal  year  ended  June  30,  1986.  A 
summary  of  the  audit  report  included  the  following: 

A.  There  were  several  weaknesses  noted  in  the  provider's  internal  controls. 

B.  The  provider  failed  to  report  a  $8,311  loan  of  restricted  funds  to  its 
unrestricted  fund  on  its  1986  Attorney  General's  Public  Charities  Form  P.C., 
as  required. 

C.  A  review  of  the  provider's  financial  statements  for  the  fiscal  year  ending 
September  30,  1986  noted  that  the  statements  lacked  a  compliance  segment 
of  the  report,  or  a  letter  giving  independent  assurance  that  the  provider's 
financial  record-keeping  practices  complied  with  the  requirements  defined  in 
Attachment  C  of  the  Standard  DSS  Purchase  Agreement. 

D.  The  provider's  audited  financial  statements  for  the  fiscal  year  ending 
September  30,  1986,  did  not  include  accrued  vacation  as  a  liability  on  the 
Balance  Sheet,  nor  was  it  stated  as  an  expense  on  its  Statement  of  Support, 
Revenue,  Expenses  and  Changes  in  Fund  Balance,  as  required. 

E.  The  provider  reported  unrestricted  funds  as  being  restricted  on  its  financial 
statements  for  fiscal  year  1986.  Note  D  of  the  audited  financial  statements 
stated  that  $1 ,622  of  the  interest  earned  by  the  current  unrestricted  fund  was 
transferred  to  the  restricted  fund.  Additionally,  $3,488  had  previously  been 
transferred. 

F.  The  provider  failed  to  issue  IRS  forms  1099  to  individuals  who  should  have 
received  them. 

G.  The  provider's  School  Age  Day  Care  program  did  not  have  a  license  to 
operate  from  the  Office  for  Children  (OFC). 
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H.  The  provider's  staff  improperly  coded  all  absences  as  "A"  (approved 
absences),  rather  than  noting  "UA"  (unapproved  absences)  for  any 
unapproved  absences  on  its  service  delivery  reports  submitted  to  DSS  for 
the  Supportive  Day  Care  program. 

I.  A  complete  review  of  one  month's  client  attendance  records  and  a  random 
sample  of  two  additional  months  indicated  that  the  provider  failed  to 
document  200  of  544  units  billed  to  the  Supportive  Day  Care  contract. 
Therefore,  the  provider  could  not  document  $3,088  in  services  billed  to  DSS 
as  required. 

J.  The  provider's  Day  Camp  program  had  client  attendance  records  to  support 
1,236  units  of  service.  However,  the  provider  billed  for  1,494  units.  The 
provider  was  unable  to  document  $2,252  in  services  billed  to  DSS  as 
required. 

K.  The  provider  charged  clients  in  the  Basic  Day  Care  program  fees  that  were 
lower  than  the  amount  specified  by  the  DSS  sliding  fee  schedule.  In  many 
instances  the  fee  was  not  paid,  and  the  provider  failed  to  terminate  services 
for  clients  who  were  more  than  14  days  late  in  making  payments. 

L.  The  provider  treated  food  services  as  a  separate  function,  and  did  not 
allocate  income  and  expenses  to  programs  receiving  food  as  required. 

M.  The  financial  records  of  the  provider  did  not  segregate  expenses  by  both 
program  and  contract  as  required. 

N.  The  financial  statements  of  Friendly  House,  Inc.,  audited  by  Kumin,  Kashuk 
and  Stevens,  P.C.,  Certified  Public  Accountants,  indicated  a  $545,838  fund 
balance,  comprised  of  a  $6,190  Operating  Fund,  a  $16,874  Restricted  Fund, 
and  a  $522,774  Plant  Fund,  as  of  September  30,  1986.  This  balance 
included  excess  expenses  over  income  of  ($17,634)  which  accrued  during 
the  provider's  fiscal  year. 

Total  revenues  and  support  received  by  the  provider  for  this  same  period 
amounted  to  $1,129,355,  of  which  $678,800  was  generated  by  DSS,  DPW, 
Department  of  Education,  and  Elder  Affairs  contracts.  Of  the  $329,638 
generated  from  other  fee-for-service  payments,  $86,595  was  from 
program  fees  and  $243,043  was  from  the  United  Way  of  Central 
Massachusetts.  Additionally,  $120,917  was  received  from  donations,  fund- 
raising,  in-kind  contributions  and  interest  income. 

State  agency  revenues  received  by  the  provider  represented  60  percent  of 
total  income,  while  the  other  fee  payors  for  service  represented  twent/-nine 
percent  of  the  total  income.  The  remaining  revenues  represented  eleven 
percent  of  total  income. 
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EOHS/OAA  requested  that  DSS  negotiate  an  administrative  agreement  with 
Friendly  House,  Inc.  to  address  findings  A,  C,  D,  E,  F,  G,  H,  K,  L,  and  M.  In 
addition,  DSS  was  asked  to  review  the  appropriateness  of  the  recovery  of  funds 
from  findings  I  and  J.  Furthermore,  finding  B  was  referred  to  the  AG  for 
whatever  action  is  deemed  appropriate.  All  findings  were  referred  to  DPW, 
RSC,  OFC,  DOE,  and  Elder  Affairs  for  informational  purposes. 
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Auditee  Name: 

Harbor  View  Rest  Home,  Inc. 

3401  Main  Street 

Barnstable,  MA 

Audit  #:      88-6006-9 


Harbor  View  Rest  Home,  Inc.  operated  as  a  Level  IV  Resident  Care  Facility,  rest 
home,  from  November,  1984  until  its  sale  in  July,  1987.  The  Auditor  of  the 
Commonwealth  audited  the  home  for  the  period  November  1,  1984  through 
January  31,  1987.   A  summary  of  the  audit  findings  included  the  following: 

A.  Subsequent  to  the  completion  of  field  work,  several  important  events 
occurred.  The  facility  and  business  were  sold  during  July,  1987.  The 
owners  of  the  Home  filed  for  bankruptcy  under  Chapter  1 1  of  the  Bankruptcy 
Act.  The  administrator  and  a  director  were  indicted  by  a  Barnstable  County 
grand  jury  on  various  criminal  charges,  including  larceny  and  forgery,  in 
December,  1987. 

B.  The  Department  of  Public  Health  allowed  the  Home  to  operate  on  an 
application  for  a  license  for  thirty-two  (32)  months.  DPH  regulation  105 
CMR,  Section  150.001  states  that  "an  application  for  a  license  has  the  effect 
of  a  license  for  a  period  of  three  months  (or  until  such  time  as  the 
Department  takes  action  on  the  application...). 

According  to  a  DPH  Licensing  Review  Officer,  two  and  one-half  years  after 
the  Home  applied  for  a  license,  a  regular  license  was  not  issued.  This  was 
partially  due  to  the  fact  that  some  required  material  was  not  included  in  the 
initial  application.  DPH  did  not  have  a  copy  of  the  written  lease  between  the 
provider  and  a  realty  trust  from  which  it  leased  property.  The  trustees  of  the 
realty  trust  were  the  president  of  the  Home,  who  was  the  wife  of  the  Homes 
licensed  administrator,  and  one  of  the  Home's  other  employees.  Further, 
DPH  had  questions  about  the  ability  of  the  owners  and  administrator  to 
operate  the  Home.  During  this  two  and  one-half  year  period,  DPH  took  no 
definitive  action  regarding  the  licensing  of  the  facility,  though  numerous  site 
visits  were  made  by  DPH. 

C.  Despite  evidence  obtained  through  various  reviews  performed  by  DPH,  the 
facility  was  allowed  to  operate  without  a  licensing  determination  for  nearly  two 
and  one-half  years  under  substandard  conditions.  The  reviews  revealed  up 
to  54  substandard  operating  conditions  at  the  Home. 
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A  recommendation  contained  in  the  DPH's  Licensing  Survey  Addendum 
Document  dated  June  6,  1986,  nearly  nineteen  (19)  months  after  the  transfer 
of  ownership,  stated: 

"This  facility  cannot  be  recommended  licensure  secondary  to  many  and 
serious  deficiencies.  The  facility  was  poorly  maintained,  food  supply  was 
unpredictable,  linens  were  unavailable  to  make  residents'  beds,  staff  was 
unhappy  and  turnover  was  frequent  although  the  staff  at  the  time  of  the 
survey  was  kind  and  caring.  Some  residents  were  poorly  roomed.  Records 
lacked  data  and  personal  need  account  records  were  unavailable  and  some 
residents  wondered  what  was  being  done  with  their  funds  (sic)." 

A  limit  on  new  patient  admissions  was  imposed  by  DPH  on  July  16,  1986,  but 
was  lifted  in  November,  1986  after  DPH  concluded  that  the  deficiencies  had 
been  corrected. 

In  its  preliminary  response  to  EOHS/OAA  resolution  inquiries,  DPH  stated 
that  it  had  visited  this  Home  twelve  (12)  times  during  the  period  October  1, 
1984  through  January  31,  1987.  According  to  DPH  officials,  deficiencies 
were  cited  each  time,  and  slow  improvement  was  noted.  At  no  time  did  DPH 
feel  that  the  patients  were  in  jeopardy;  therefore  they  did  not  "consider 
appropriate  action  to  include  delicensure  or  dislocating  rest  home  patients." 

D.  The  Rate  Setting  Commission  notified  the  Department  of  Public  Welfare  that 
the  daily  rate  of  reimbursement  to  the  Home  should  have  been  set  at  zero 
due  to  non-filing  of  its  RSC-4  Cost  Reports  for  1984  through  1987.  The 
Department  of  Public  Welfare  nonetheless  continued  to  make  monthly 
payments  to  the  facility  for  calendar  years  1986  and  1987,  based  on  the  1985 
daily  rates.  As  a  result,  the  Home  received  $68,610  during  1986,  and 
$28,051  through  July,  1987. 

In  its  preliminary  response  to  EOHS/OAA  resolution  inquiries,  DPW  stated 
that  since  1986  it  had  fully  implemented  all  zero  rates  set  by  RSC.  DPW 
stated  that  "usually  zero  rates  are  applied  in  situations  where  patient  care 
would  not  be  affected...  (This)  case  was  different  because  the  facility  was 
still  operating  and  there  were  few,  if  any,  alternative  options  for  serving  the 
patients." 

E.  The  Home  did  not  maintain  the  accounting  records  and  approvals  required 
by  DPW  for  the  patients'  Personal  Needs  Allowance  (PNA)  trust  fund.  Based 
on  patient  census  records  maintained  by  the  nursing  staff,  the  Auditor 
estimated  that  patients'  funds  which  could  not  be  accounted  for  amounted  to 
over  $32,000. 

F.  The  Home  submitted  false  claims  to  DPW  for  daily  rate  reimbursements  for 
eleven  (11)  patients  totaling  $16,127.    A  bill  was  submitted  for  one  patient 
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charging  for  time  prior  to  admission,  and  billings  for  ten  (10)  patients  were 
submitted  for  time  after  discharge.  DPW  paid  these  claims  without  verifying 
their  accuracy. 

In  its  preliminary  response,  DPW  indicated  that  it  will  conduct  an  audit  of  this 
area  when  they  receive  the  names  of  the  patients  billed  for  inappropriately, 
and  will  initiate  legal  proceedings  to  recover  costs  if  necessary. 

G.  Checks  totaling  $150,105,  which  were  issued  by  the  facility  without 
supporting  documentation,  were  entirely  for  non-business-related 
expenses.  This  misuse  of  funds  restricted  the  Home's  ability  to  provide  the 
quality  of  care  and  services  required  by  state  regulations. 

H.  The  Home  did  not  remit  to  the  Commonwealth  and  the  federal  government  a 
total  of  $48,963  in  payroll  taxes  for  calendar  years  1985  and  1986.  Of  this 
amount,  $35,975  was  withheld  from  its  employees'  salaries.  Further,  some  of 
the  W-2  forms  issued  to  employees  were  incorrect,  and  no  W-2  appeared 
to  have  been  issued  to  one  employee. 

I.  Preliminary  resolution  inquiries  by  EOHS/OAA  of  DPH  and  RSC  indicated  that 
the  Home  is  currently  operating  as  a  rest  home  under  new  ownership  and  a 
new  name.  The  new  owners  timely  filed  an  RSC-4  Cost  Report  for  1987 
covering  their  period  of  ownership.  The  Home  has  been  operating  under 
their  application  for  a  license  since  July  1,  1987.  Additional  information  from 
DPH  indicated  that  the  Home  will  again  be  sold  in  the  near  future. 

EOHS/OAA  requested  that  DPH  review  findings  B,  C,  G,  and  I,  and  submit  a 
written  response  in  which  it  determines  why  appropriate  actions  were  not  taken 
in  this  case,  describes  what  steps  have  been  taken  to  prevent  recurrance  in 
other  cases,  and  addresses  the  current  licensing  status  of  this  Home. 
EOHS/OAA  requested  that  DPW  review  findings  D,  E,  F,  and  G,  and  submit  a 
written  response  in  which  it  determines  why  appropriate  actions  were  not  taken 
in  this  case,  and  describes  what  steps  have  been  taken  to  prevent  recurrance  in 
other  cases.  The  written  response  from  DPW  was  also  to  address  recovery  of 
$96,661  and  $16,127  noted  in  findings  D  and  F,  respectively,  and  the 
appropriateness  of  recovery  of  funds  noted  in  finding  G.  Finding  H  was  referred 
to  IRS  and  DOR  for  informational  purposes.  In  addition,  all  findings  were 
referred  to  RSC,  the  EOHS  Office  of  General  Counsel  and  Investigation,  the 
Inspector  General,  and  the  Attorney  General  for  informational  purposes. 

An  initial  response  was  received  from  DPH;  DPH  and  EOHS  continue  to  work 
together  to  reach  resolution  of  these  issues. 
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Auditee  Name: 

Healthquarters,  Inc. 

19  Broadway 
Beverly,  MA  01915 

Audit  #:      0-541-87 


Healthquarters,  Inc.,  a  non-profit  corporation,  provided  medical  care, 
counseling,  education,  and  outreach,  to  assist  individuals  and  couples  in  the 
planning  of  pregnancies  and  births,  during  the  audit  period.  The  provider 
contracted  with  the  Department  of  Social  Services  and  the  Department  of  Public 
Welfare  and  was  audited  for  the  fiscal  year  ended  June  30,  1986.  A  summary  of 
the  audit  report  included  the  following: 

A.  The  provider  failed  to  file  the  annual  report  with  the  Secretary  of  State  for 
fiscal  years  1985  and  1986  as  required.  In  its  response  the  provider  stated 
that  these  reports  have  subsequently  been  filed. 

B.  The  provider's  financial  and  accounting  records  were  not  maintained  by 
contract  and  funding  source  as  required. 

C.  The  provider's  educators  were  paid  $836  for  travel  reimbursement  in  fiscal 
year  1986  without  documentation  to  support  actual  mileage. 

D.  The  documentation  presented  by  the  provider  to  support  consultant 
payments  of  $27,294  to  the  director  of  development  and  $12,000  to  the 
medical  director  did  not  specifically  identify  the  services  performed  or  the 
specific  dates  of  service  as  required  by. 

E.  The  provider  did  not  disclose  on  its  IRS  Form  990  the  related  party 
transaction  for  consultant  services  provided  by  the  husband  of  the  executive 
director.  Payments  made  to  this  consultant  during  the  provider's  reporting 
year,  October  1,  1985  to  September  30,  1986,  were  $27,294.  The  couple 
was  married  for  three  months  during  this  period,  and  the  payments  made  to 
the  consultant  during  those  three  months  totaled  $7,500. 

F.  The  provider  did  not  disclose  on  the  Attorney  General's  Public  Charities 
Form  PC  Annual  Report,  the  related  party  transaction  for  consultant  services 
noted  in  finding  (F)  above.  Consultant  fees  of  $27,294,  paid  to  the  husband 
of  the  executive  director,  were  not  disclosed  in  the  specific  section  of  that 
report  Designated  for  the  reporting  of  related  party  transactions  as  required. 
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G.  The  IRS  Forms  1099  issued  by  the  provider  to  four  (4)  consultants  for 
calendar  year  1985  were  understated  by  $2,452.  Two  thousand  dollars  of 
this  understated  amount  was  paid  to  one  (1)  consultant,  while  the  remaining 
balance  of  $452  was  distributed  among  the  other  three  (3). consultants. 

H.  The  provider  paid  the  executive  director  $2,905  for  expenses  during  the 
provider's  fiscal  year.  Of  this  amount,  $1,700  lacked  any  documentation  to 
support  the  expenses. 

I.  The  provider  failed  to  include  on  the  executive  director's  W-2  Form  the 
value  of  a  fully  insured  automobile  provided  by  the  agency  for  the  director's 
use.  The  computed  value  of  this  taxable  fringe  benefit  based  on  the  actual 
lease,  insurance  premiums,  and  related  costs  was  $5,628. 

J.  The  provider  failed  to  withhold  and  deposit  applicable  FICA  taxes  on  the 
automobile  provided  to  the  executive  director.  Based  on  the  fair  market 
value  of  the  lease  and  related  expenses,  the  total  taxes  due  on  this  fringe 
benefit  was  $805. 

K.  The  provider  paid  a  rental  fee  of  $28,800  to  Regional  Health  Care,  Inc.,  for 
the  clinic  and  administration  offices  at  19  Broadway  Street,  Beverly,  Ma. 
Regional  Health  Care,  Inc.,  is  the  parent  corporation  of  Healthquarters,  Inc., 
which  is  designated  as  its  subsidiary.  Our  review  of  the  board  of  directors  of 
these  two  corporations  indicated  that  five  of  the  six  board  members  of 
Regional  Health  Care  Inc.,  were  either  officers  or  board  members  of 
Healthquarters,  Inc.  This  rental  agreement  was  a  related  party  transaction, 
subject  to  the  guidelines  established  by  RSC  for  calculating  acceptable  costs 
for  related  party  rental  transactions.  An  analysis  of  the  provider's  cost, 
based  on  those  guidelines,  indicated  a  cost  of  $7,472  incurred  by  the 
provider  above  the  actual  cost  to  the  related  party. 

L.  The  provider  did  not  properly  disclose  on  its  IRS  Form  990  the  nature  and 
details  of  the  related  party  transaction  of  the  rental  of  property  from  its  parent 
corporation. 

M.  The  provider  failed  to  disclose  the  related  party  transaction  for  the  rental  of 
property  from  Regional  Health  Care,  Inc.  on  its  Attorney  General's  Public 
Charities  Form  PC. 

N.  The  provider's  financial  statements  for  the  fiscal  year  ended  September  30, 

1986,  included  an  expense  of  $1,100  for  an  automobile  insurance  premium 
for  the  executive  director's  agency-provided  automobile.  This  premium  was 
for  insurance  coverage  for  the  period  October  1,  1986  through  October  1, 

1987,  which  was  subsequent  to  the  reported  fiscal  year.    No  evidence  was 
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presented  that  an  adjusting  entry  was  made  for  this  prepaid  expense; 
therefore,  the  expenses  for  fiscal  year  1986  were  overstated  by  this  amount. 

O.  The  provider's  financial  statements  included  a  Statement  of  Program 
Services,  which  did  not  segregate  administrative  and  programmatic  expenses 
functionally,  rather  than  a  Statement  of  Functional  Expenses,  as  required. 

P.  A  review  of  the  Statement  of  Program  Services  as  prepared  by  Simione  & 
Simione,  CPA,  revealed  that  the  executive  director's  expense  was  incorrectly 
combined  with  consultant  expense  and  reported  under  the  classification  of 
Professional  Fees  and  Contract  Services. 

Our  review  of  the  provider's  books  and  financial  records  indicated  that  these 
expenses  were  properly  recognized  and  appropriately  classified. 

Q.  Note  #5  of  the  provider's  financial  statements,  which  deals  with  the  related 
party  rental  transaction  between  Healthquarters,  Inc.,  and  its  parent 
corporation,  Regional  Health  Care,  Inc.  was  ambiguous,  not  clearly  disclosing 
the  situation  as  it  existed. 

The  inclusion  of  this  inappropriately  worded  note  in  the  financial  statements 
violated  the  AICPA  Generally  Accepted  Auditing  Standard,  Third  Standard  of 
Reporting,  which  addresses  the  adequacy  of  disclosure  on  financial 
statements. 

R.  The  provider's  financial  statements  did  not  contain  a  compliance  statement, 
nor  was  a  separate  letter  sent  from  the  provider's  certified  public  accountant 
giving  independent  assurance  that  the  provider's  financial  record-keeping 
practices  were  in  compliance  with  DSS  Regulations,  as  required  by 
Attachment  C  of  the  DSS  Standard  Purchase  Agreement. 

S.  The  financial  statements  of  Healthquarters,  Inc.,  audited  by  Simione  & 
Simione,  Certified  Public  Accountants,  indicated  a  fund  balance  of  $157,808. 
comprised  of  a  $136,163  Operating  Fund,  and  a  $21,645  Plant  Fund,  as  of 
September  30,  1986.  This  balance  included  excess  income  over  expenses 
of  $25,106,  which  accrued  during  the  provider's  fiscal  year  ending  September 
30,  1986. 

Total  revenues  received  by  the  provider  for  this  same  period  amounted  to 
$878,809,  of  which  $216,394  was  generated  by  DSS  contracts  and  DPW 
Medicaid  income.  Of  the  $620,664  generated  from  other  fee-for-service 
payments,  $378,896  was  generated  from  client  fees,  $239,285  from 
subcontract  income  from  Healthworks,  Inc.  and  $2,483  for  educational 
services.  Additionally,  $41 ,75 1  was  received  from  donations,  fund-raising, 
and  interest  income. 
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EOHS  agency  revenues  received  by  the  provider,  $216,394,  represented 
24.6  percent  of  total  income,  while  other  fee  payors  for  service  represented 
seventy  and  six-tenths  percent  of  total  income.  The  remaining  revenues 
represented  four  and  eight-tenths  percent  of  total  income. 

EOHS/OAA  requested  that  DSS  negotiate  an  administrative  agreement  with 
Healthquarters,  Inc.  to  address  findings  B,  N,  O,  P,  and  R.  In  addition,  DSS  was 
asked  to  review  findings  C,  D,  and  H  for  appropriateness  of  recovery  of  funds. 
Furthermore,  finding  A  was  referred  to  the  Secretary  of  State,  and  findings  F 
and  M  were  referred  to  the  Department  of  the  Attorney  General  for  appropriate 
action.  In  addition,  finding  K  was  referred  to  RSC  for  appropriate  action.  The 
Massachusetts  Board  of  Public  Accountancy  was  asked  to  review  findings  E,  F, 
N,  O,  P,  and  R  and  take  whatever  action  is  deemed  appropriate.  It  should  be 
noted  that  findings  E,  G,  I,  J,  and  L  were  referred  to  the  Internal  Revenue 
Service.  All  findings  were  referred  to  DPW  for  informational  purposes.  An 
appropriate  response  was  received  from  RSC  and  that  portion  of  the  resolution 
has  been  closed. 
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Auditee  Name: 

Healthworks,  A  Family  Life 

Resource  Center,  Inc. 

125  Perry  Street 

Lowell,  MA   01852 

Audit   #:       0-542-88 


Healthworks,  A  Family  Life  Resource  Center,  Inc.,  a  non-profit  corporation,  was 
a  health  education  center  which  offered  comprehensive  family  services, 
including  medical,  supportive  and  educational  services,  during  the  audit  period. 
The  provider  contracted  with  the  Department  of  Social  Services  and  the 
Department  of  Public  Health  and  was  audited  for  the  fiscal  year  ended  June  30, 
1986.   A  summary  of  the  audit  report  included  the  following: 

A.  The  provider  failed  to  issue  IRS  forms  1099  to  two  non-employees  who 
earned  in  excess  of  $600. 

B.  The  provider  was  paid  $478  in  excess  of  the  maximum  obligation  for  DSS 
contract    #174-86-11-02-0. 

C.  The  provider's  RSC  1100  Cost  Report  did  not  agree  with  its  audited  financial 
statements. 

D.  The  provider  did  not  disclose  an  estimated  $81,000  in  donated  clinic  services 
on  its  RSC  1100  Cost  Report. 

E.  The  provider's  cash  position  was  understated  on  its  financial  statements  by 
$620  which  was  in  violation  of  the  AICPA  Guide  for  Audits  of  Voluntary  Health 
and  Welfare  Organizations,  Chapter  1 . 

F.  The  provider's  fund  balance  was  overstated  by  $26,474,  because  vacation 
pay  earned  was  not  recorded  as  an  accrued  liability  as  required. 

G.  The  provider  did  not  report  payroll  expenses  on  an  accrual  basis  as  required. 

H.  A  mortgage  with  a  fourteen-year  term,  in  the  original  principal  amount  of 
$140,000,  due  February  4,  2000,  was  reported  as  a  current  liability.  This 
should  have  been  reported  as  a  long-term  liability  and  not  included  in  the 
calculation  of  working  capital. 

I.  The  provider's  Statement  of  Changes  in  Financial  Position  overstated  an 
increase  to  working  capital  by  $280,000.    This  was  in  violation  of  Accounting 
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Standards,  published  by  the  Financial  Accounting  Standards  Board  of  the 
AICPA. 

J.  No  compliance  letter  or  segment  giving  assurance  that  the  financial  record- 
keeping practices  of  the  provider  was  issued  by  the  provider's  public 
accountant,  as  required. 

K.  The  provider's  financial  statements  did  not  contain  a  Statement  of  Functional 
Expenses  as  required. 

It  should  be  noted  that  in  a  letter  included  with  the  provider's  response,  T.C. 
Edwards  Co.,  Accountants  and  Auditors,  stated  that  all  deficiencies  contained 
in  Findings  E  through  K  have  been  corrected  in  the  fiscal  year  1988  Financial 
Statements. 

L.  The  financial  statements  of  Healthworks,  A  Family  Life  Resource  Center,  Inc., 
audited  by  T.C.  Edwards  Co.,  Accountants  and  Auditors,  indicated  a 
$262,271  fund  balance,  comprised  of  a  $123,652  Operating  Fund  and  a 
$138,619  Plant  Fund,  as  of  June  30,  1986.  This  balance  included  excess 
income  over  expenses  of  $101,343  which  accrued  during  fiscal  year  1986. 

Total  revenues  received  by  the  provider  for  this  same  period  amounted  to 
$1,653,771,  of  which  $377,246  was  supported  by  DSS  and  DPH  contracts. 
Of  the  $1,246,915  generated  by  other  fee-for-service  payments, 
$1,118,645  was  from  the  federal  government  and  $128,270  from  patients. 
Additionally,  $29,610  was  received  from  investment  income  and 
miscellaneous  revenue. 

EOHS  agency  revenues  received  by  the  provider,  $377,246,  represented  23 
percent  of  total  income,  while  other  fee  payors  for  service  represented 
seventy-five  percent  of  total  income.  The  remaining  revenues  represented 
two  percent  of  total  income. 

EOHS/OAA  requested  that  DSS  negotiate  an  administrative  agreement  with 
Healthworks,  A  Family  Life  Resource  Center,  Inc.  to  address  findings  J  and  K. 
In  addition,  DSS  was  asked  to  recover  $478  noted  in  finding  B.  Furthermore, 
findings  C  and  D  were  referred  to  the  RSC  for  appropriate  action.  The 
Massachusetts  Board  of  Public  Accountancy  was  asked  to  review  findings  E 
through  K  and  take  whatever  action  is  deemed  appropriate.  It  should  be  noted 
that  finding  A  was  referred  to  the  IRS.  All  findings  were  referred  to  DPH  for 
informational  purposes.  An  appropriate  response  was  received  from  RSC  and 
that  portion  of  the  resolution  is  closed. 
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Auditee  Name: 

Housing  Allowance  Project,  Inc. 
145  State  Street 
Springfield,  MA 

Audit  #:      0-597-88 


Housing  Allowance  Project,  Inc.,  a  non-profit  corporation,  administered  a 
variety  of  programs  to  serve  tenants,  landlords,  and  homeowners  in  Hampden 
and  Hampshire  Counties  during  the  audit  period.  The  provider  contracted  with 
the  Department  of  Social  Services  and  the  Department  of  Public  Health  and  was 
audited  for  the  fiscal  year  ended  June  30,  1986.  A  summary  of  the  audit  report 
included  the  following: 

A.  The  financial  statements  of  the  Housing  Allowance  Project,  Inc.,  audited  by 
Coopers  &  Lybrand,  CPA,  indicated  a  $609,375  fund  balance  as  of  June  30, 
1986.  This  balance  included  excess  income  over  expenses  of  $93,061 
which  accrued  during  fiscal  year  1986. 

Total  revenues  received  by  the  provider  for  this  same  period  amounted  to 
$10,813,102,  of  which  $144,448  was  supported  by  the  Departments  of  Social 
Services  and  Public  Health  contracts.  Of  the  $10,650,649  generated  from 
other  fee  for  service  payments,  $9,488,942  was  from  the  Executive  Office  of 
Communities  and  Development,  $1,139,752  from  local  cities  and  towns, 
$16,351  from  sub-contract  income  from  other  providers,  and  $5,604  from 
the  Board  of  Directors-designated  reserve  account.  Additionally,  $18,005 
was  received  in  interest  income. 

EOHS  agency  revenues  received  by  the  provider,  $144,448,  represented 
1.3%  of  total  income,  while  other  fee  payers  for  service  represented  ninety 
eight  and  one  half  percent  of  total  income.  The  remaining  revenues 
represented  less  than  one  percent  of  total  income. 

EOHS/OAA  supplied  this  material  to  DSS,  DPH,  and  EOCD  for  informational 
purposes  only.   No  agency  action  was  required. 


99 


Auditee  Name: 

Martha's  Vineyard  Community 

Services,  Inc. 

P.O.  Box  369 

Vineyard  Haven,  MA  02568 

Audit   #:      0-536-88 


Martha's  Vineyard  Community  Services,  Inc.,  a  non-profit  corporation,  provided 
medical,  educational  and  social  services,  nursing  services  and  other  therapeutic 
services  to  the  Island  of  Martha's  Vineyard  during  the  audit  period.  The  provider 
contracted  with  the  Department  of  Mental  Health,  the  Department  of  Social 
Services,  the  Department  of  Public  Health,  the  Massachusetts  Rehabilitation 
Commission,  the  Massachusetts  Commission  for  the  Blind,  and  the  Department 
of  Education,  and  was  audited  for  the  period  ended  June  30,  1986.  A  summary 
of  the  findings  contained  in  the  audit  report  is  as  follows: 

A.  There  were  several  weaknesses  noted  in  the  provider's  internal  controls. 

B.  The  provider's  audited  financial  statements  did  not  contain  a  compliance 
letter,  or  section  of  the  opinion  letter  of  the  report  submitted  by  the  provider's 
CPA,  giving  independent  assurance  that  the  provider's  financial  record- 
keeping and  fee  collection  practices  complied  with  the  requirements. 

C.  Time  sheets  were  not  maintained  by  the  provider  for  all  personnel,  as 
required. 

D.  It  was  noted  during  the  audit  that  many  of  the  employee  record  files  were 
missing  the  following  information:  job  descriptions,  job  qualifications, 
attendance  records,  applications,  and  resumes. 

E.  The  provider's  accounting  system  did  not  provide  a  clear  audit  trail  which 
could  be  used  to  trace  expenditures  to  the  specific  contract  that  provided 
funding  for  those  expenditures,  as  required. 

F.  The  provider  billed  the  Department  of  Mental  Health  for  two  cost 
reimbursement  contracts  at  a  rate  of  1/12  of  the  annual  budget  per  month  for 
the  individual  expenditure  line  items,  rather  than  billing  the  actual  amount  on 
a  monthly  basis,  as  required.  It  should  be  noted  that  actual  costs  exceeded 
budgeted  costs. 

G.  The  provider  was  unable  to  locate  cancelled  checks  from  June  of  1986. 
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H.  During  the  audit,  it  was  noted  that  several  of  the  IRS  Forms  1099  issued  to 
non-employees  did  not  contain  either  a  social  security  number  or  taxpayer's 
identification  number,  as  required. 

I.  The  amounts  paid  to  consultants  per  cash  disbursements  records  exceeded 
amounts  reported  on  the  IRS  Forms  1099  in  1985  and  1986. 

J.  Documentation  totaling  $2,961  was  not  available  for  nine  of  twenty-seven 
weeks  paid  to  a  consultant  during  the  audit  period,  as  required. 

K.  The  provider  was  unable  to  locate  an  invoice  supporting  a  payment  of  $1,366 
made  to  a  consultant. 

L.  The  provider  had  three  loans  from  related  parties  which  were  reported  on 
Schedule  17  of  the  RSC  1100  Cost  Report.  However,  the  loans  were  not 
reported  on  Schedule  27  of  the  RSC  1100,  or  in  the  Attorney  General's  Form 
PC. 

M.  The  provider  did  not  have  loan  agreements  available  for  the  three  loans 
noted  in  "L"  above. 

N.  Many  deficiencies  were  noted  during  a  review  of  the  provider's  client 
records.  These  included  such  items  as  missing  files,  missing  personal 
information,  and  missing  evaluations. 

O.  The  financial  statements  of  Martha's  Vineyard  Community  Services,  Inc., 
audited  by  Newkirk  &  Newkirk,  Certified  Public  Accountants,  indicated  a 
$67,357  fund  balance,  comprised  of  a  ($127,964)  unrestricted  fund  and  a 
$195,321  building  and  equipment  fund,  as  of  June  30,  1986.  This  balance 
included  an  excess  of  expenses  over  support  and  revenue  of  ($73,364), 
which  accrued  during  fiscal  year  1986. 

Total  revenues  and  support  received  by  the  provider  for  this  same  period 
amounted  to  $1,509,336,  of  which  $444,386  was  generated  by  DSS,  DMH, 
and  DPH  contracts.  Of  the  $1,020,220  generated  from  other  sources, 
$112,738  was  from  public  support  contributions,  $82,836  from  Thrift  Shop 
sales,  $531,855  from  insurance  payments,  $113,707  from  private  fees. 
$33,184  from  local  government  agencies,  $41,210  from  other  state  agencies, 
and  $104,690  from  private  agencies.  The  remaining  $44,730  was  received 
from  dues,  fund-raising,  interest  and  miscellaneous  income. 

EOHS  agency  revenues  received  by  the  provider,  $444,386,  represented 
approximately  29  percent  of  total  income,  while  other  fee  payors  for  service 
represented  approximately  sixty-eight  percent  of  total  income.  The 
remaining  revenues  represented  three  percent  of  total  income. 
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EOHSOAA  requested  that  DMH  negotiate  an  administrative  agreement  with 
Martha's  Vineyard  Community  Services,  Inc.  to  address  findings  A.  C,  D,  G,  M. 
and  N.  The  Department  of  Social  Services  was  also  requested  to  negotiate  an 
administrative  agreement  with  MVCS,  Inc.  that  addresses  findings  B  and  E.  The 
Department  of  Public  Health  was  asked  to  address  the  appropriateness  of  the 
recovery  of  funds  from  findings  J  and  K.  Furthermore,  finding  L  was  referred  to 
the  RSC  and  the  AG  for  appropriate  action.  It  should  be  noted  that  findings  H 
and  I  were  referred  to  the  IRS  for  whatever  action  is  deemed  appropriate.  All 
findings  were  referred  to  MRC,  MCB,  and  DOE  for  informational  purposes. 
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Auditee  Name: 

New  Boston  Resources,  Inc. 

77  Warren  Street 

Brighton,  MA  02135 

Audit   #:    0-507-87 


New  Boston  Resources,  Inc.,  a  non-profit  corporation,  operated  a  sheltered 
workshop  and  a  staffed  apartment  during  the  audit  period.  The  provider 
contracted  with  the  Department  of  Mental  Health  and  was  audited  by  EOHS/OAA 
auditors  for  the  fiscal  year  ended  June  30,  1986.  A  summary  of  the  findings  is 
as  follows: 

A.  There  were  several  weaknesses  noted  in  the  provider's  system  of  internal 
controls. 

B.  The  provider  did  not  disclose  a  related  party  transaction  between  itself  and 
the  executive  director's  father.  The  provider  rented  its  residential  site  from 
this  individual's  realty  company.  This  information  was  not  reported  as 
required.  The  provider  stated  that  it  was  not  aware  that  this  constituted  a 
related  party  transaction. 

C.  The  provider  maintained  a  personnel  policy  whereby  an  employee  received 
four  (4)  weeks  of  paid  vacation  after  one  (1)  year  of  employment.  This  policy 
was  in  excess  of  benefits  available  to  state  employees,  as  established  by  the 
Department  of  Personnel  Administration,  which  is  one  factor  cited  by  RSC  in 
determining  excess  fringe  benefits,  pursuant  to  RSC  Regulations. 

D.  The  provider  utilized  one  individual  to  cover  two  full-time  positions  in  its 
residential  program.  This  individual  worked  in  excess  of  6,100  hours, 
approximately  70  percent  of  the  hours  available,  during  the  audit  period.  This 
time  included  overnight,  weekend  and  relief  duty.  The  executive  director 
made  efforts  to  hire  the  staff  required  for  the  program,  but  failing  to  obtain  it, 
relied  on  the  coverage  described  above.  This  entailed  the  DMH  conversion 
of  an  "awake"  position  to  a  overnight  "sleep-in"  position.  The  provider  did 
not  request  approval  to  fill  both  of  these  slots  with  the  same  individual.  This 
staffing  pattern  could  have  eroded  the  quality  of  client  care,  and  was  in 
violation  of  the  DMH  Standards. 

E.  The  provider  did  not  make  contributions  as  required  on  behalf  of  employees 
to  the  Department  of  Employment  and  Training  (DET)  for  unemployment 
taxes  prior  to  receiving  an  exemption  number  from  DET  for  noncontributory 
status.    The  provider  had  applied  for  non-contributory  status  in  December, 
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1986,  but  had  received  no  reply.  The  provider's  financial  statements 
contained  a  note  indicating  a  contingent  liability  for  unemployment  taxes  due, 
but  an  amount  for  the  liability  was  not  obtainable.  In  its  response,  the 
provider  stated  that  it  had  obtained  recognition  from  DET  and  that  no  penalty 
had  been  assessed  to  the  agency. 

F.  The  financial  statements  of  New  Boston  Resources,  Inc.,  audited  by  S.  Von 
Lichtenberg,  Certified  Public  Accountants,  indicated  a  ($3,716)  fund  deficit 
comprised  of  a  ($6,704)  operating  fund  deficit  and  a  $2,988  property  and 
equipment  fund  balance.  This  balance  included  excess  expenses  over 
income  of  $13,202  which  accrued  during  fiscal  year  1986. 

The  total  revenue  received  by  the  provider  for  the  same  period  amounted  to 
$224,890,  of  which  $179,448  was  generated  by  Department  of  Mental  Health 
contracts.  Of  the  remaining  $45,196  generated  from  other  fee-for-service 
payments,  $40,998  was  from  workshop  income  and  $4,198  was  from  client 
rental  payments.  Additionally,  $246  was  received  from  donations  and  interest 
income. 

EOHS  agency  revenues  received  by  the  provider,  $179,448,  represented 
79.8  percent  of  total  income,  while  other  fee  payers  for  service  represented 
twenty  percent  of  total  income.  The  remaining  revenues  represented  less 
than  one  percent  of  total  revenues. 

EOHS/OAA  requested  that  DMR  negotiate  an  administrative  agreement  with  New 
Boston  Resources,  Inc.,  to  address  findings  A  and  D  in  accordance  with  the 
provider's  response.  EOHS/OAA  also  requested  that  the  Rate  Setting 
Commission  review  finding  B  and  determine  if  any  administrative  action  was 
appropriate.  In  addition,  RSC  was  asked  to  review  finding  C  to  determine  what 
effect,  if  any,  this  finding  had  on  the  provider's  rate  of  reimbursement. 
EOHS/OAA  requested  that  the  Department  of  the  Attorney  General  and  the 
Internal  Revenue  Service  review  finding  B  and  take  any  actions  deemed 
appropriate.  EOHS/OAA  requested  that  the  Department  of  Employment  and 
Training  review  finding  E  to  verify  that  the  provider  is  now  in  compliance  with 
applicable  regulations.  RSC  has  adequately  responded  to  all  issues  referred. 
The  Attorney  General  has  responded  that  it  will  contact  the  provider  concerning 
correct  related  party  disclosure. 
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Auditee  Name: 

North  Worcester  County 

Association  for  Retarded 

Citizens,  Inc. 

558  Main  Street 

Fitchburg,  MA  01420 

Audit   #:      0-252-86 


North  Worcester  County  Association  for  Retarded  Citizens,  Inc.,  a  non-profit 
corporation,  provided  services  to  mentally  retarded  clients  during  the  audit 
period.  The  provider  contracted  with  the  Department  of  Mental  Health  and  was 
audited  for  the  fiscal  year  ended  June  30,  1985.  A  summary  of  the  audit  report 
findings  included  the  following: 

A.  There  were  several  weaknesses  noted  in  the  provider's  internal  controls. 

B.  The  provider  did  not  maintain  time  sheets  stating  actual  hours  worked  for 
fiscal  year  1985. 

C.  The  provider  did  not  maintain  documentation  of  hours  worked  by  consultants. 
The  undocumented  reimbursement  to  consultants  totaled  $41,019  for  fiscal 
year  1985. 

D.  The  provider  failed  to  issue  an  IRS  Form  1099  to  one  consultant  for  calendar 
year  1985. 

E.  The  provider  maintained  a  limited  detailed  listing  of  property  and  equipment. 

F.  The  provider  did  not  have  a  Partnership  Agreement  with  the  DMH.  However, 
ten  DMH  employees  were  working  at  the  provider's  place  of  business. 

It  should  be  noted  that  in  its  response,  the  provider  has  addressed  all  of  the 
above  findings  in  a  positive  manner. 

G.  The  financial  statements  of  the  North  Worcester  County  Association  for 
Retarded  Citizens,  Inc.,  audited  by  Venning  and  Jacques,  P.C.,  indicated  a 
$457,798  fund  balance  as  of  June  30,  1985.  This  fund  balance  was 
comprised  of  a  $205,619  general  fund  and  a  $252,179  plant  fund.  This 
balance  included  excess  income  over  expenses  of  $14,881  which  accrued 
during  fiscal  year  1985. 
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Total  revenues  and  support  received  by  the  provider  for  the  period  amounted 
to  $1,449,071,  of  which  $975,699  was  generated  by  EOHS  agency  contracts 
and  support.  Of  the  $450,085  in  other  fee-for-service  payments,  $42,000 
was  from  the  United  Way,  $3,750  from  the  Clinton  Community  Chest,  $23,996 
from  the  Department  of  Transportation,  $21,539  from  the  Department  of 
Education,  $277,894  from  commercial  services,  $60,762  from  private  funding, 
$14,175  from  cafeteria  sales,  $2,160  from  rental  income,  and  $3,809  from 
federal  in-kind  services.  The  remaining  revenues,  totalling  $23,287,  were 
comprised  of  contributions,  membership  dues,  investment  income,  and  a 
special  events  fund. 

EOHS  agency  revenues  received  by  the  provider,  $975,699,  represented  67 
percent  of  total  income,  while  other  fee  payors  for  service  represented 
thirty-one  percent  of  total  income.  The  remaining  revenues  represented 
two  percent  of  total  income. 

EOHS/OAA  requested  that  DMR  negotiate  an  administrative  agreement  with 
North  Worcester  County  Association  for  Retarded  Citizens,  Inc.,  which 
addresses  findings  A  through  F  and  the  appropriateness  of  the  recovery  of 
funds  noted  in  finding  C.  Finding  G  was  referred  for  informational  purposes.  All 
findings  have  been  referred  to  RSC,  United  Way,  Department  of  Transportation, 
and  Department  of  Education  for  informational  purposes.  An  appropriate 
response  was  received  from  DMR.    This  case  has  been  closed. 
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Auditee  Name: 

Peter  Claver  Associates 

Day  Care,  Inc. 

d/b/a  Child  Care  of  Springfield 

370  Stafford  Street 

Springfield,  MA 

Audit  #:      0-132-88 


Peter  Claver  Associates  Day  Care,  Inc.,  a  non-profit  corporation,  operated  a 
pre-school  program  and  an  after  school  program  during  the  audit  period.  The 
provider  contracted  with  the  Department  of  Social  Services  and  was  audited  for 
the  fiscal  year  ended  June  30,  1986.  A  summary  of  the  audit  report  findings 
included  the  following: 

A.  The  provider's  books  and  records  were  not  maintained  by  contract  and 
funding  source  as  required  by  the  EOHS  General  Conditions,  and  Attachment 
C  of  the  standard  DSS  purchase  agreement. 

B.  The  financial  statements  of  the  Peter  Claver  Associates  Day  Care,  Inc., 
audited  by  Robert  J.  O'Brien,  CPA,  indicated  a  $21,595  fund  balance  as  of 
June  30,  1986.  This  balance  included  excess  income  over  expenses  of  $870 
which  accrued  during  fiscal  year  1986. 

Total  revenues  received  by  the  provider  for  this  same  period  amounted  to 
$345,726,  of  which  $250,234  was  generated  by  Department  of  Social 
Services  contracts.  Of  the  $93,900  generated  from  other  fee-for-service 
payments,  $26,041  was  from  Massachusetts  Department  of  Education, 
$64,532  from  consumer  fees  and  $3,327  from  the  New  England  Farm 
Workers  Council.  The  remaining  $1,592  was  received  from  interest  and 
miscellaneous  income. 

EOHS  agency  revenues  received  by  the  provider,  $250,234,  represented 
72.4%  of  total  income,  while  other  fee  payers  for  service  represented 
twenty-seven  percent  of  total  income.  The  remaining  revenues  represented 
less  than  one  percent  of  total  income. 

EOHS/OAA  requested  that  DSS  negotiate  a  written  administrative  agreement 
with  Peter  Claver  Associates  Day  Care,  Inc.  that  addresses  finding  A.  Finding  B 
was  referred  for  informational  purposes. 
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Auditee  Name: 

Soldiers'  Home  in 

Massachusetts  -  Chelsea 

91  Crest  Avenue 

Chelsea,  MA  02150 

Audit   #:      88-6005-9 


The  Soldiers'  Home  in  Massachusetts-Chelsea  is  a  state-operated  veterans' 
home  and  hospital,  within  the  Executive  Office  of  Human  Services.  This  review 
was  conducted  by  the  Auditor  of  the  Commonwealth  for  the  period  July  1,  1987 
to  September  30,  1987.   A  summary  of  the  review  finding  is  as  follows: 

A.  The  Auditor  determined  that  a  current  member  of  the  Board  of  Trustees  had 
been  residing  in  a  building  on  the  grounds  of  the  Home,  since  the  latter  half 
of  fiscal  year  1981,  rent  free. 

The  Auditor  noted  that  all  prior  audit  findings  were  currently  being  addressed. 

EOHS/OAA  requested  that  SHMC  submit  a  written  response  describing  actions 
taken  to  address  this  finding.  A  response  was  received  from  SHC,  however, 
further  clarification  is  needed. 
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Auditee  Name: 

Spectrum  House,  Inc. 

155  Oak  Street 
Westboro,  MA  01518 

Audit  #:      0-223-87 


Spectrum  House,  Inc.,  a  non-profit  corporation,  provided  residential, 
detoxification  and  outpatient  services  to  clients  with  drug  and  alcohol  problems. 
The  provider  contracted  with  the  Department  of  Public  Health  and  the 
Department  of  Corrections  and  was  audited  by  EOHSOAA  auditors  for  the  fiscal 
year  ended  June  30,  1986.  A  summary  of  the  findings  contained  in  the  report  is 
as  follows: 

A.  There  were  two  weaknesses  noted  in  the  provider's  system  of  internal 
controls. 

B.  The  provider  failed  to  issue  an  Internal  Revenue  Form  1099  to  an  individual 
who  earned  $925  for  consultant  services  during  calendar  year  1986  as 
required. 

C.  The  provider  did  not  report  the  existence  of  a  related  party  organization, 
Spectrum  Development  Corporation,  Inc.,  on  its  fiscal  year  1986  Internal 
Revenue  Form  990.  This  information  was  correctly  reported  on  the  fiscal 
year  1987  Form  990. 

D.  The  provider's  fiscal  year  1986  Rate  Setting  Commission  Cost  Report  (RSC 
1100)  was  incomplete  and  inaccurate.  The  following  deficiencies  were 
noted: 

1.  Schedule  #5-Program  Statistics  did  not  report  units  served  for  one  of 
the  three  programs  reported. 

2.  Schedule  #10-Questions  about  Nonsalary  Compensation  had  a 
question  which  was  answered  incorrectly. 

3.  Schedule  #27-Disclosure  required  the  reporting  of  all  transactions 
with  related  parties.  Schedule  #25-Changes  in  Fund  Balance 
reported  the  transfer  of  $98,122  in  assets  from  the  provider's  related 
party,  Spectrum  Development  Corporation,  Inc.  However,  this 
transaction  was  not  disclosed  on  Schedule  #27. 
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E.  The  provider's  accounting  records  did  not  record  expenses  by  contract. 
Expenses  were  recorded  only  by  program.  EOHS  General  Conditions 
required  the  maintenance  of  records  by  both  program  and  contract. 

F.  The  provider  did  not  have  financial  agreements  with  the  residents  of  the 
drug-free  program  unless  their  families  or  third  party  payors  were  involved. 
The  provider  stated  that  if  there  was  no  fee,  it  did  not  document  that  fact.  A 
test  of  ten  client  files  determined  that  eight  clients  did  not  have  fee 
agreements.  Of  these  eight,  five  were  paying  the  provider  a  fee.  This 
condition  violated  DPH  Regulations. 

G.  Two  costs,  disallowed  pursuant  to  RSC  Administative  Guidelines  with  regard 
to  salary  levels,  were  noted: 

1.  The  provider's  executive  director  received  $64,465  in  payroll  and 
fringe  benefit  equivalent  payments  during  fiscal  year  1986.  Of  this 
$64,465,  $60,000  was  reimbursed  through  two  DPH  contracts.  The 
provider's  RSC  1100  Cost  Report  listed  39.2  total  Full  Time  Equivalent 
employees  for  the  fiscal  year.  During  fiscal  year  1986,  the  executive 
director  of  an  agency  with  less  than  41  FTE's  was  allowed,  according 
to  RSC  guidelines,  a  salary  not  to  exceed  $51,300.  Any  salaries 
exceeding  this  amount  were  subject  to  prior  approval  by  submission  to 
RSC.  There  was  no  evidence  of  submission  and/or  approval.  The 
provider  stated  that  the  number  of  consultants  used  by  the  agency 
should  have  been  considered  when  this  analysis  was  done. 

2.  The  same  two  DPH  contracts  which  were  noted  above  budgeted 
$40,000  for  the  position  of  assistant  executive  director.  RSC 
guidelines  required  special  justification  for  this  position  in  agencies  of 
less  than  41  FTE's.  After  one  of  the  exit  conferences  at  which  this 
finding  was  discussed,  the  provider  showed  auditors  a  copy  of  a  letter 
dated  March  25,  1985,  which  requested  approval  for  the  position  from 
RSC.  However,  RSC  does  not  maintain  contract  documents  and 
therefore  had  no  record  of  this  document.  Therefore,  the  approval  of 
this  position  by  RSC  could  not  be  verified.  Massachusetts  General 
Laws,  Chapter  30,  Records  Conservation  Board  required  the  retention 
of  all  contract  documents  by  RSC  for  a  seven  year  period  after  the 
date  of  final  payment. 

H.  During  a  review  of  two  DPH  contracts,  the  auditors  noted  that  not  all 
anticipated  revenues  and  expenditures  were  included  in  contract  budgets,  as 
required.   The  following  is  a  summary  of  the  analysis: 

1.  The  provider  maintained  an  in-house  budget  which  differed  from  the 
RSC  600B  program  budgets  negotiated  with  the  Department  of  Public 
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Health.  The  in-house  budget  projected  total  fiscal  year  1986 
expenses  for  the  programs  at  $1,348,303,  while  the  program  budget 
negotiated  with  DPH  projected  total  expenses  at  $1,206,589.  The 
actual  expenses  for  the  programs  in  the  fiscal  year  were  $1,342,396. 
Amendments  were  made  to  the  contracts  in  April  and  May  of  the  fiscal 
year;  however,  expenses  in  the  program  budgets  were  reduced  to 
$1,190,543.  Actual  expenses  for  the  fiscal  year  were  13%  higher  than 
the  final  amended  budget  figures. 

2.  The  RSC  600B  program  budgets  also  understated  anticipated 
offsetting  program  income.  The  budgets,  as  amended  in  April  and 
May,  1986,  listed  $324,319  as  projected  offsetting  income.  Actual 
offsetting  income  received  for  the  fiscal  year  was  $358,891,  or  11% 
higher  than  projected.  In  addition,  $39,085  of  interest  income  received 
during  the  fiscal  year  was  not  used  to  offset  any  expenses. 

3.  The  provider  understated  the  operational  program  capacity  of  the 
Residential  Detoxification  Program  by  811  units,  which  was  14%  of 
budgeted  units.  This  resulted  in  a  higher  rate  of  reimbursement  than 
would  have  resulted  from  an  accurate  disclosure  of  full  capacity. 

4.  Based  on  the  information  noted  in  1,  2,  and  3  above,  the  auditors 
concluded  that  the  DPH  contracts  appeared  to  have  been  negotiated 
using  incorrect  information.  To  determine  the  effect,  the  auditors 
recalculated  the  unit  rate.  The  projected  expenses  listed  on  the  last 
amended  version  of  each  contract  were  used,  because  these 
amended  contracts  defined  the  total  negotiated  annual  program  costs 
which  the  state  had  agreed  to  pay.  The  recalculation  used  actual 
revenues  received  during  the  fiscal  year,  because  instructions  for 
completing  the  RSC  600B  required  that  accurate  projections  of  other 
sources  of  program  support  be  reported;  any  significant  increase  in 
revenues  available  to  support  the  program  was  to  be  reflected  in 
accurate  amendments.  In  addition,  the  auditors  took  into  account  the 
disallowed  cost  noted  in  G-1.  Based  on  recalculation,  the  provider 
received  overpayments  of  $32,393  in  one  contract,  and  $46,790  in 
another  contract. 

The  provider  contended  that  rate  recalculation  based  on  projected 
expense  figures  and  actual  revenue  figures  was  inappropriate.  It 
further  contended  that  the  use  of  actual  revenue  and  expense  figures 
showed  that  the  provider  was  underpaid  for  services  provided. 
However,  those  calculations  would  include  costs  significantly  beyond 
those  authorized  and  approved  by  DPH. 

The  practices  noted  in  1  through  4  above,  were  in  violation  of  the 
Instructions    for    completing    the    RSC    600B    Budget    forms,    and 
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Attachment  III  of  the  fiscal  year  1986  EOHS  Procurement  and 
Contracting  Manual.  The  provider  stated  that  program  budgets  are 
estimates,  not  required  to  be  exact.  They  further  stated  that  DPH 
officials  informed  them  to  adjust  contract  budget  figures  to  conform  to 
a  predetermined  rate.  Provider  management  asserted  that  this 
statement  was  reiterated  by  DPH  as  recently  as  September,  1988. 

I.  The  financial  statements  of  Spectrum  House,  Inc.,  audited  by  Liscombe, 
Diorio  and  Company,  Certified  Public  Accountants,  indicated  a  $526,808  fund 
balance.  This  balance  included  excess  income  over  expenses  of  $16,382, 
which  accrued  during  fiscal  year  1986.  This  fund  balance  also  included  a 
transfer  of  $98,122  from  Spectrum  Development  Corporation,  Inc.,  a  related 
organization. 

Total  revenue  and  support  received  by  the  provider  for  this  same  period 
amounted  to  $1,372,732,  of  which  $869,075  was  generated  by  DPH  and 
DOC  contracts.  The  $241,686  generated  from  other  fee-for-service 
payments  was  from  client  fees.  Additionally,  $261,971  was  received  from 
donations,  fund-raising  and  interest  income. 

EOHS  Agency  revenue  received  by  the  provider,  $869,075,  represented  63 
percent  of  income,  while  other  fee  payors  for  service  represented  eighteen 
percent  of  income.  The  remaining  revenue  represented  nineteen  percent  of 
income. 

EOHS/OAA  requested  that  DPH  negotiate  an  administative  agreement  with 
Spectrum  House,  Inc.  which  addressed  findings  A,  B,  E,  and  F  in  accordance 
with  the  provider's  response  as  contained  in  the  report.  In  addition,  DPH  was 
asked  to  review  finding  D-3  to  determine  if  the  transfer  of  assets  in  question 
should  have  been  used  to  offset  program  expenditures  on  the  provider's  RSC 
600B  program  budgets.  DPH  also  was  asked  to  review  finding  H  to  determine 
whether  the  recovery  of  $79,183  was  appropriate,  and  DPH  Central  Office  was 
asked  specifically  to  address  the  allegation  of  adjusting  program  budgets  to 
conform  to  a  predetermined  rate.  EOHS/OAA  also  requested  that  RSC  review 
findings  D  and  G  and  compute  the  impact  of  incorrect  and  overstated  costs  on 
the  fiscal  year  1988  rates,  if  any,  and  to  determine  what  administrative  action 
was  appropriate.  It  should  be  noted  that  all  findings  were  referred  to  DPH. 
RSC,  DOC  and  DPW  for  informational  purposes. 
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SECTION  X 

GLOSSARY  OF  TERMS 


Audit 


An  objective  and  independent  critique  of  management  operations  and 
performance.  Governmental  auditors  examine  not  only  books,  records,  and 
financial  statements,  but  also  review  for  (I)  compliance  with  applicable  laws  and 
regulations,  (2)  economy  and  efficiency  of  operations,  and  (3)  effectiveness  in 
achieving  program  results. 


Conflict  of  Interest 

A  conflict,  for  an  individual,  between  loyalties  owed  to  more  than  one  source. 
Conflicts  for  state  employees  or  persons  paid  under  "03"  contracts  with  state 
agencies  are  governed  by  G.L.  C.268A,  under  the  jurisdiction  of  the  State  Ethics 
Commission.  Conflicts  for  employees  of  private  organizations  typically  arise 
when  the  duties  owed  to  the  organization  and/or  its  clients  conflict  with  the 
financial  interests  of  the  individual. 


Compliance  with  Terms  of  the  Contract 

EOHS  has  issued  approved  standard  contract  forms  for  all  "07"  contracting,  and 
annually  promulgates  the  EOHS  General  Conditions  which  are  incorporated  into 
the  contracts  (see  below).  Further,  some  contracting  agencies  have  required 
that  additional  contracting  conditions  be  included  in  the  terms  of  the  contract 
(e.g.,  DMH  and  DSS  Contract  or  Audit  Manuals  or  Guidelines).  All  of  these  are 
included  in  the  broad  definition  of  the  "services"  which  the  Commonwealth  is 
purchasing  through  the  contract,  and  the  contracting  party  is  required  to  comply 
with  each  term  by  general  contract  law,  enforceabfe  in  court  if  necessary. 


EOHS  General  Conditions 

A  set  of  generally  applicable  standard  contracting  principles,  promulgated  by 
EOHS  for  each  fiscal  year  pursuant  to  the  authority  granted  in  G.L.  c.6A,  S16, 
and  incorporated  into  every  contract  entered  into  by  any  human  services  agency 
reimbursed  through  subsidiary  accounts  "03"  and  "07",  object  codes  393  and 
394. 
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Excess  Revenue  Over  Expenditure  ("Surplus  Funds, "  so-called) 

Those  revenues  derived  as  a  result  of  the  provider  organization  being 
reimbursed  by  the  Commonwealth  in  an  amount  greater  than  the  actual  costs 
reasonably  related  to  providing  the  services  which  the  Commonwealth  is 
purchasing. 


Excess  Expense  Over  Revenue  ("Deficit") 

Those  revenues  derived  as  a  result  of  the  provider  organization  being 
reimbursed  by  the  Commonwealth  in  an  amount  less  than  the  actual  costs 
reasonably  related  to  providing  the  services  which  the  Commonwealth  is 
purchasing. 


Financial  and  Compliance  Audit 

All  Federal  and  most  State  and  local  governmental  auditors  (including 
EOHS/OAA  staff)  and  contracted  auditors  (per  the  EOHS  General  Conditions) 
must  adhere  to  the  standards  and  procedures  of  Generally  Accepted 
Government  Auditing  Standards  (GAGAS)  as  promulgated  by  the  Comptroller 
General  of  the  United  States.  These  Standards  incorporate  the  AICPA  industry 
standards  and  procedures  and  include  additional  standards  and  requirements. 
A  financial  and  compliance  audit  would  seek  to  determine,  pursuant  to  these 
standards,  (a)  whether  the  internal  financial  statements  of  an  audited  entity 
present  fairly  the  financial  position  and  results  of  financial  operations  in 
accordance  with  Generally  Accepted  Accounting  Principles  (GAAP)  and  (b) 
whether  the  entity  has  complied  with  laws  and  regulations  that  may  have  a 
material  effect  upon  the  financial  statements.  In  addition,  the  audit  must  report 
any  material  weaknesses  encountered  as  a  result  of  a  study  conducted  of  the 
organization's  system  of  internal  controls. 


Fund  Balance 

Fund  balance  is  a  reflection  of  a  non-profit  organization's  net  worth  (assets). 
This  includes  separately  accounting  for  restricted  and  unrestricted  resources. 
Restricted  resources  are  either  legally  restricted  by  a  donor  or  another  outside 
party,  or  designated  by  the  board  for  a  specific  purpose  or  use.  Unrestricted 
resources  are  available  for  any  legitimate  use  by  the  organization.  When  such 
resources,  together  with  the  related  liabilities  (debts)  are  accounted  for 
separately,  the  separate  set  of  accounts  constitutes  a  fund,  and  the  net  assets 
in  the  fund  are  called  the  Restricted  Fund  Balance,  or  the  Unrestricted  Fund 
Balance.    An  organization  may  have  several  restricted  and  unrestricted  funds. 
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Total  combined  restricted  and  unrestricted  fund  balances  taken  as  a  whole 
comprise  the  organization's  fund  balance. 


Internal  Control  Findings 

Internal  control  findings  are  those  audit  findings  which  address  material 
weaknesses  in  the  organization's  plan,  and  all  of  the  methods  and  measures 
adopted  by  it  to  safeguard  its  assets.  This  plan  should  provide  built-in  checks 
on  the  accuracy  and  reliability  of  its  accounting  data,  promote  operational 
efficiency,  and  encourage  adherence  to  managerial  policies.  Generally 
Accepted  Auditing  Standards  (GAAS)  and  General  Accepted  Government 
Auditing  Standards  (GAGAS)  require  certified  public  accountants  privately  hired 
by  the  organization,  as  well  as  government  auditors,  to  initially  examine  and 
evaluate  an  organization's  system  of  internal  controls.  The  standards  also 
require  the  auditor  to  disclose  to  the  organization  any  material  weaknesses 
encountered  in  its  systems. 


IRS,  DOR,  PES  Filing  Requirements 

Requirements  applicable  to  corporations  or  other  business  organizations,  and 
the  individual  employees  of  such  organizations,  imposed  by  federal  or  state  laws 
and  regulations,  under  the  jurisdiction  of  the  Internal  Revenue  Service,  the 
Massachusetts  Department  of  Revenue,  or  the  Massachusetts  Division  of 
Employment  Security,  regarding  reports,  returns,  or  other  documents  which  must 
be  filed  with  such  agencies. 


Program  Results  Audit 

A  program  results  audit  seeks  to  determine  (a)  whether  the  desired  results  or 
benefits  established  by  the  legislature  or  other  authorizing  body  are  being 
achieved,  and  (b)  whether  the  auditee  has  considered  alternatives  that  might 
yield  the  desired  results  at  a  lower  cost. 


Public  Charities  Filing  Reguirement 

Pursuant  to  G.L.  c.12,  Section  8F,  all  non-profit  charitable  corporations  must 
annually  file  a  form  containing  basic  information  with  the  Public  Charities  Division 
of  the  Department  of  the  Attorney  General.  In  addition,  such  organizations  with 
gross  annual  revenues  of  $100,000  or  more  must  annually  file  certified  audited 
financial  statements. 
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Rate  Setting  Commission  Cost  Reports 

These  documents  report  actual  costs  incurred  by  a  provider  organization  during 
the  fiscal  year.  The  cost  report  states  the  financial  position  and  results  of 
financial  operations  of  the  organization  by  providing  a  balance  sheet  and 
financial  statements  and  schedules  illustrated  on  a  program  basis  (one  program 
may  be  funded  by  several  contracts).  The  report  also  includes  numerous 
detailed  schedules  of  selected  costs  and  program  questionnaires  with  additional 
requirements,  including  the  reporting  of  all  related  party  transctions  and  tax 
payments.  RSC  uses  the  cost  report  to  establish  rates  of  payment  based  on 
historical  cost  and  as  reasonable  justification  for  those  rates  established 
prospectively.  All  cost  reports  must  be  certified  under  the  pains  and  penalties  of 
perjury  by  an  officer  of  the  organization. 


Related  Party  Transactions 

Financial  transactions  (e.g.,  leases,  sales,  loans)  between  two  or  more 
individuals  and/or  organizations  which  are  associated  or  affiliated  by  common 
ownership  or  control.  These  are  not  per  se  illegal,  unless  a  conflict  of  interest 
results.  However,  disclosure  of  such  transactions  by  non-profit  corporations  is 
required  by  the  Rate  Setting  Commission,  the  Public  Charities  Division  of  the 
Department  of  the  Attorney  General,  and  the  Internal  Revenue  Service,  and 
failure  to  disclose  as  required  may  lead  to  imposition  of  appropriate  sanctions. 
If  such  transactions  are  entered  into  in  an  attempt  to  obtain  reimbursement 
disallowed  in  regulations  of  the  Rate  Setting  Commission,  then  RSC  can 
disregard  the  legal  fiction  and  treat  the  related  parties  as  if  they  were  the  same 
entity.  For  example,  reimbursement  prohibited  by  constitutional  provisions  (e.g., 
Anti-Aid  Amendment,  Credit  Clause),  such  as  principal  payments  on  a 
mortgage  on  property  owned  by  a  private  party,  cannot  legally  be  obtained  by 
conveying  the  property  to  a  second  organization  and  "leasing"  it  back. 
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